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Dear Shareholders: 


On the cover of this year’s Annual Report are the 
names of the people at Grace who were selected 
by their peers to receive the Premier Achievement 
Award. These awards were instituted to recognize 
those people whose actions most exemplify our 
core values. You will be able to read about some 
of these special people in this report. These people 
were formally recognized for their contributions, 
and there are many others like them around the 
world who are working to improve our businesses 
every day. 


Ie INANCIAL HIGHLIGHTS | 
(Amounts in millions except per share data) 1999 1998 


Net Sales $1,550.9 $1,546.2 


Pre-Tax Income from Core Operations 178.1 131.8 
As a Percent of Sales 11.5% 8.5% 


(Loss) Income from Continuing Operations 130.2 (194.7) 
Diluted EPS from Continuing Operations 1.76 (2.61) 


Net (Loss) Income 135.9 (229.1) 
Diluted EPS 1.84 (3.07) 


Weighted Average Diluted Shares Outstanding i 73.8 74.6 


Net Cash Flow from Core Operations i 154.8 108.1 


Net Cash Flow from Operating Activities 139.8 (66.9) 


Total Assets 2,475.1 2,556.3 


Total Liabilities 2,364.0 2,514.2 


Total Shareholders’ Equity 111A 42.1 


| am proud of what our 
people are accomplishing 
and the performance 
of our businesses, 

but | recognize the 
disappointment that 
we all feel because 

all of this progress is 
being overshadowed 
by the increasingly 
difficult asbestos 
litigation environment. 


| will address this issue more in the letter, but | deeply regret 
what has happened to our stock price and the impact on our 
shareholders, many of whom are current or retired employees 
of Grace 

Focusing on our 2000 results, | am pleased to report the 
changes we initiated in 1999 to simplify our businesses, 
enhance productivity and drive growth continue to be 
successful, Our Six Sigma productivity program made its first 
significant contribution in 2000. And the acquisitions and joint 
ventures we made last year will contribute not only to our 
short-term success but also to build our business platforms for 
the future. 
learnings from our core operations (before interest andi 
RVCAETAM eM enia Excluding the negative foreign 
currency translation impact (which is critical since almost 50% 
of our sales come from products made outside the U.S.), FAIES 
learnings grew nearly 11 percent—in line with our orginal 
fTTIER In the fourth quarter, the U.S. economy slowed to 
a crawl, costs for natural gas and petroleum-based raw 
materials rose dramatically and continued strength in the U.S. 
dollar masked our steady overseas volume growth, 
particularly in Europe. What would have been a strong year for 
our businesses turned out to be merely a good one. 

In 2000, the link between our business performance and 
our share price was broken because of the dramatic turn in 
events surrounding our asbestos legacy. For ten years until 


1973, Grace sold a fireproofing product that was used to coat 
structural steel beams in buildings as a safety measure so that 
in case of a fire the building would not collapse on people 
trying to escape or on firefighters doing their jobs, as well as 
in some acoustical tiles and plasters. As a result of using 
a small amount of purchased asbestos in these products, 
a practice that was completely legal and in some locations 
mandated, Grace has been involved in asbestos-related 
property damage and bodily injury litigation for nearly two 
decades. The cash flows associated with this litigation had 
been manageable and fairly predictable. 

Last year, however, there were several important changes 
in asbestos litigation generally that affected us in the short and 
long term. First, five major asbestos co-defendants filed for 
protection under Chapter 11 of the U.S. Bankruptcy Code, 
increasing the burden of responsibility on Grace and other 
similarly situated companies. Second, the number of claims 
filed against Grace was 81% higher in 2000 than in 1999 
And third, pressure increased to settle claims at higher 
dollar amounts than our historic average or face trials in 
difficult state jurisdictions. 

In light of these changes, it became clear that the system 
we had been using to manage Grace's asbestos legacy at an 
affordable level was no longer effective, FASAWWSN FRM TT ENT 
released our full-vear eamings. we alco announced that 
GIN MTA That review is underway, and | will keep 
you informed of our progress 


GROWTH 

Growth and productivity continue to be the focus of our busi- 
ness performance, In 2000, Grace grew its revenue by 
expanding its markets around the world, making strategic 
acquisitions and alliances and introducing new products in 
anticipation of customer needs. INGYITHTASE TERT MTT META 
Davison business more than five percent and in 
Performance Chemicals nearly four percent, Bsimicele 
bolt-on acquisitions added $50 million in revenues and will add 
to our earnings and cash flow this year. We purchased a 
hydroprocessing catalyst facility in Chicago, Illinois, to improve 
our position in the $2 billion refining catalyst market. We 
purchased the Ludox® business from DuPont to expand our 
silica products business and leverage the strength of our 
global sales and technical support team. We purchased 
International Protective Coatings to add a firestop business to 
our fire protection product line. There were other bolt-ons, but 
each shared the same fundamentals—we knew the business, 
we had a sales,marketing and technical organization we could 
leverage to accelerate its growth, and we could integrate it 
smoothly and expect it to quickly be accretive to cash. 


[We also accelerated the pace at which we developed 
Inew products and delivered them to market Js\vmincclelslale] 
technical, customer and market knowledge in a process called 
PRISM (Product Innovation and Strategic Marketing), we are 
focusing on developing the products that our customers need 
most. For instance, the Davison business introduced six new 
catalyst technologies and our Silica Products business 
introduced new products aimed at the coatings and fast- 
growing inkjet printing segments. Performance Chemicals 
introduced DarEval resin, used in PET beer bottles; Grace 
Structural Fibers™, a synthetic fiber reinforcement for 
concrete; and Procor®, a fluid applied waterproofing system. 

We became a partner in Avantium Technologies, a product 
and process chemistry venture created to refine 
the high-speed experimentation and simulation 
techniques that are on the cutting edge of 
innovation in material science. Like PRISM, our 
participation in Avantium will help us uncover the 
products needed for the next generation of 
pharmaceutical and petrochemical products and 
get them to market faster. 

We are also using the Internet to further 
globalize our business opportunities. Although 
each of our businesses has strong sales and 
marketing teams, no business can be every- 
where all the time. The Internet can. Each 
business has a strategic e-commerce plan to 
identify new customers, take and fill orders and generally 
make it easier to do business with Grace. An example is 
e-Catalysts, a partnership between Grace, Aspen Technology 
and VerticalNet. e-Catalysts is a data rich Internet site that 
catalyst users can visit to find a wealth of information about 
products and services, as well as place orders. 


PRODUCTIVITY 

Productivity continues to be the mainstay of our earnings 
growth. We use productivity tools to offset cost increases, 
such as the spike in natural gas costs we experienced during 
the last six months of 2000 and are continuing to see this year. 
We continue to drive traditional improvement programs across 
all the businesses. We regularly review our infrastructure 
to make certain we are right sized for market and economic 
conditions, and we act quickly to resolve redundancies or inef- 
ficiencies when they are uncovered. Our major focus for sig- 
nificant productivity improvements remains Six Sigma. It is the 
foundation of our drive to continuously improve our efficiency. 
Grace's operations around the world. contributing 526 mil-| 
CTC eA Perhaps just as important, the prin- 
ciples of Six Sigma have become part of the cultural change 


underway at Grace. We use Six Sigma’s powerful statistical 
and project management tools to eliminate waste, improve 
capacity, reduce variation and cycle time, and ultimately 
capture and deliver the value our customers expect. It's been 
an invigorating experience. Later in this report, you can read 
about the outstanding results from some Six Sigma teams. 

While growth and productivity are the driving forces 
behind our operating performance, our employees provide the 
energy, implement the strategies, and delight the customers. 
These people have worked tirelessly to achieve the solid 
performance we've had over the past two years. Expectations 
have been raised, and people are responding with enthusiasm. 

For the year ahead, we face many challenges. We contin- 
ue to believe that economic activity will remain 
slow in the first half of 2001, picking up 
somewhat in the second half but not growing as 
robustly as recent years. LeAnn waeTnentn 
Ipercent, We expect Six Siama teams willl 
deliver S40 million in contnbution to earn-| 
ings Tor 2007 | 

As challenging as the economic climate will 
be, the asbestos litigation environment is likely 
to be far more difficult. As | discussed, the 
changes in this situation last year were 
unexpected and well outside our forecasts. 
We will search tirelessly in 2001 looking for ways 
to bring our asbestos-related costs and associated cash flows 
back under control, as we have historically through our 
litigation and settlement process. At the same time, 
we continue to believe that federal asbestos tort reform 
legislation is the best solution for companies like Grace and 
deserving claimants. 

| am confident that we have the people, the businesses, 
and the plans to deliver on our financial commitments even in 
a difficult business environment. We will continue building 
Grace into the company we know it should be and to challenge 
our people with new and exciting responsibilities. Everyone at 
Grace is doing everything we can to deliver the financial 
performance expected of us and to resolve our legacies. 


Thank you for your support. 


Gae 


Paul J. Norris 
Chairman, President and 
Chief Executive Officer 


DAVISON CHEMICALS 


AMMIRFIEEA $783.9 million 


EEG Weare Columbia, Maryland 


Emplovees: Ba-i0)0) 


KGUnEnM AMI htm teeA Aiken, South Carolina; 
Chattanooga, Tennessee; Chicago, Illinois; Cincinnati, Ohio; 
Curtis Bay, Maryland; East Chicago, Illinois; Hesperia, 
California; Kuantan, Malaysia; Lake Charles, Louisiana; 
Sorocaba, Brasil; Valleyfield, Canada; Worms, Germany 


(FVFINIEA Catalysts that improve the yield and performance 
of petroleum, petrochemical and chemical products. Major 
product groups are Refining Catalysts and Chemical Catalysts 


SHIPAEZY NTA Silica gels, colloidal silica, chromatographic 
silica media, and molecular sieve adsorbents that enhance 
manufacturing processes and end-products in a wide range 
of industrial and consumer applications 


000 Highhiahts | 

§ Announced initial commercialization of Polaris™, Vanguard™, 
and Residmax™ (with tunable matrix aluminas) fluid cracking 
catalyst families into high technology market segments 
Introduced SuRCA™ catalyst technology for the reduction 


of sulfur in gasoline 

Acquired the Crosfield hydroprocessing catalyst business 
of ICI 

Completed successful development and commercialization 
of Energx DCX™ Ziegler Natta polyolefin catalyst for 


Eastman Chemical Company 


Formed e-Catalysts.com, a new B2B exchange for the $10 
billion catalyst industry, as a joint venture with VerticalNet 
and Aspen Technology 

Acquired the LUDOX® colloidal silicas business of E. |. 
DuPont de Nemours 


§ Accelerated conversion of SYLOID® C-Series highly 
efficient matting agents for coatings 

« Commercialized novel SYLOJET® silica gels, which offer 
better ink absorption than current technology for glossy 
photo-realistic media, achieving 40% revenue growth 

1 Achieved strong revenue growth in silicas and adsorbents 
in Asia Pacific region (14%) and 9% revenue growth in 
Europe on a local currency basis 


sales by Beqion:| 


North America: $384.1 million, 49.0% 
Europe: $260.2 million, 33.2% 

Asia Pacific: $89.8 million, 11.5% 
Latin America: $49.8 million, 6.3% 


Refining Catalysts: $445.7 million, 56.9% 


— Silica Products: $221.2 million, 28.2% 


\a — Chemical Catalysts: $1170 million, 14.9% 


Refining Catalysts 

Wiarket Seaments | 

Fluid cracking catalysts and additives used by oil refineries 
to produce gasoline and other petroleum-based products 

« Hydroprocessing catalysts used to upgrade refining feed- 
stocks and fuels 


Fundamental Strenaths | 

§ Silica/alumina material science 

1 Applications technology 

§ Global infrastructure 

§ Manufacturing efficiency 

1 Value-added product development and technical service 


Growth Opportunities | 
§ Introduction of new value-added products to penetrate high 
technology refining niches 


Increasingly stringent environmental regulations requiring 
catalytic solutions for refiners 


Strengthened propylene demand which stimulates demand 
for light olefins 


Strategic alliances and organic growth 


Chemical Catalysts 

Market Seqments | 

1 Polyolefin catalysts used to produce polyethylene resins 
for plastics 

t Automotive catalysts which help industries meet and 
exceed environmental regulations 


Fundamental Strenaths | 

1 Catalysis expertise 

1! Catalytic support technology 

1 Flexibility due to global manufacturing presence 

§ Process consistency between locations that provides 
value to licensors 

1 Well-established market channels 

1 Value-added product development 

« Long-term customer relationships 


Growth Opportunities | 

« Grow core applications through heightened marketing 
and technical service 

« Broaden market position into new areas 

« Expand into related products and markets through 
strategic alliances and acquisitions 


Silica Products 

WViarket Seaments | 

1 Silica gels to matte coatings, improve ink absorption and 
print quality for ink jet printing, provide the cleaning charac- 
teristic in toothpaste, improve slip characteristics of plastic 
films, selectively adsorb contaminants in edible oil and bev- 
erage processing, carry flavors and fragrances in personal 
care products, aid separations in chemical processes 

1 Colloidal silicas to function as binders in precision 
investment casting; refractory applications and coatings; 
and as clarifying agents for beverages 

« Molecular sieves to adsorb moisture in insulated windows 
and for purification of gases and liquids in petrochemical 
and industrial processes and to improve performance of 
refrigeration units, air conditioning, and provide dry environ- 
ments for pharmaceuticals and electronics packaging 


Fundamental Strenaths | 

1 Strong global presence 

1 Numerous market segments with strong and varied cus- 
tomer base 

Technology leader in material science based on silica gel, 
colloidal silica, and zeolites/molecular sieves 


Applications support 


Manufacturing flexibility 


Disciplined product and business development processes 


Growth Opportunities | 

« New products for existing markets 

§ Focus on specialty growth segments 

§ Growth in Asia Pacific and Latin America 
1 New complementary materials 


PERFORMAN 


PERFORMANCE CHEMICALS 


AWWIFIEEA $813.5 million 


CEG GWE Cambridge, Massachusetts 


Emplovecs: acs) 


GUITETM AIT NPWS Ajax, Canada; Atlanta, Georgia; 
Atsugi, Japan; Augusta, Georgia; Barcelona, Spain; Chicago, 
llinois; Epernon, France; Guangzhou, China; Hamburg, 
Germany; Hong Kong, China; Houston, Texas; Inchon, Korea; 
Kuala Lumpur, Malaysia; Lithonia, Georgia; Los Angeles, 
California; Manila, Philippines; North Bergen, New Jersey; 
Passirana, Italy; San Leandro, California; Santa Ana, 
California; Santiago, Mexico; Sao Paulo, Brasil; Singapore; 


Slough, United Kingdom; Widnes, United Kingdom 


Performance Chemicals 

Specialty chemicals and materials that improve the 
performance, durability and cost of buildings, infrastructure, 
and food packaging 


000 Highlights | 

« Completed and integrated four acquisitions—two in North 
America and two in Asia Pacific 

Established DarEval partnership with Evalca, Kuraray in 
Japan to market an EVOH based oxygen-scavenger barrier 
resin, used in PET beer bottles 

1 Invested in manufacturing plants in Mexico and Brazil; 
completed plant expansion in Japan 

1! Developed significant new customer relationships and 
solidified existing customer contracts through extension of 
Team 1 Program into Europe and Asia Pacific and hosting 
of Executive Boardroom Seminar in Australia, the industry's 


first Pan-Asian event for concrete executives 

1 Drove penetration of value-added products such as paver 
admixtures, ADVA® superplasticizers, Grace Structural 
Fibers™, Procor® and Preprufe® into vertical market 
segments with high impact product introduction teams 


1 Increased penetration and market position for cement 
grinding aids and quality improvers in developing 
economies of Latin America, Central Europe and Asia 


CHEMICAL 


ales by Heqgion.| 


<—— North America: $475.9 million, 58.5% 
— Europe: $156.6 million, 19.2% 


— Asia Pacific: $127.0 million, 15.6% 
Latin America: $54.0 million, 6.7% 


~ Construction Chemicals: $348.7 million, 42.9% 


Container Products: $236.8 million, 29.1% 


/ 4 Building Materials: $228.0 million, 28.0% 


Construction Chemicals 

Market Seaments | 

§ Concrete admixtures to improve concrete placement 
efficiency and life cycle performance and durability of 
commercial, institutional and residential structures 


Cement additives to reduce production cost and improve 
product performance for cement producers 


Masonry admixtures to enhance manufacturing efficiency 
for block producers and improve in-place performance of 
masonry block construction 


Fundamental Strengths | 

§ Strong global position 

! Superior expertise in the science of cement and 
concrete performance 

§ Market-focused product development 

t Outstanding customer service and technical support 

1 Solid technology base and innovative new products 


Growth Opportunities | 
t Expanding worldwide use of ready-mix concrete 


Increasing sophistication of construction practices and 
standards worldwide 


Growing demand for cost efficiencies by cement, concrete 
and block producers 
1 Continued emphasis on total life cycle cost reduction 
and durability of commercial, industrial and infrastructure 
projects 
§ Penetration opportunities for water reducing and durability 
enhancing concrete admixtures, cement quality improvers 
and new specialty masonry admixtures 


Building Materials 
Wiarket Seaments | 


Structural waterproofing membranes and systems to 
control water cost-effectively in commercial and 
institutional structures 

Roofing underlayments to protect against damage from ice 
dams and wind-driven rain in residential and commercial 
construction 

Fire protection products to prevent structural damage, 
retard the spread of fire within structures, and save lives 
in commercial and institutional structures 


Fundamental Strengths | 


( 
1 


World-class specification sales force 

Leading global position in structural waterproofing, 
underlayments and structural fire protection 

Value-added product development and commercialization 
process 

Outstanding customer service and technical support 
Strong brand recognition 

Innovative new products 


owth Opportunities | 

Increasing demand for cost efficiencies by contractors 
Rapid growth in roofing underlayments segment 
Growing use of innovative and performance-enhancing 
products 

Penetration and geographic expansion opportunities for 
new waterproofing and fire protection technologies 


Container Products 
Market Seqments | 
§ Can sealants for food, beverage and aerosol can and rigid 


industrial containers 

1! Closure sealants to protect the contents of glass and 
plastic bottles and jars 

1! Coatings to protect metal container surfaces and contents 
and ensure proper adhesion of sealing compounds 

1 Barriers for flexible packaging 


Fundamental Strengths | 

1 Balanced global presence 

§ Recognized industry leader 

1 Long-term customer relationships 

§ Technological leadership 

§ Proprietary oxygen-scavenging technology 


Growth Opportunities | 

« Heightened awareness of need to extend flavor and 
freshness of products while eliminating preservatives 

1 Increasing use of plastic packaging in mature markets 

1 Increasing use of oxygen-scavenging technology in 
rigid packaging 

« Developing economies in Asia Pacific and Latin America 


Grace launched its 

Six Sigma program 

in October 1999 and 
during 2000 saw $26 
million in EBIT contribu- 
tion, plus $7 million in 
non-income impact over 
120 projects. bmteYaa2reny-y 
las Black Belts and 30) 
as Green Belts | 
spreading the Six Sigma 
philosophy of continuous 
improvement throughout 
the organization. 


1 Line 4 Improvement | 

Line 4 at the Chicago Performance Chemicals plant, which 
produces Ice and Water Shield®, had become a bottleneck due to 
its ineffective design. Two Six Sigma projects increased the 
production of the line, first to 80% of entitlement and later, to 
90%. Then, the GPC Six Sigma team pushed the line even further 
by modifying it to produce Bituthene 3000 during its down time. 
Today, Line 4 runs at 90+% efficiency, producing both products 
and delivering a cost savings of nearly $1.25 million annually. 


2 SHEL DEX® Process Optimization | 

SHIELDEX silica anti-corrosion pigment is the standard for 
industrial coatings. Manufactured at the Worms plant, optimizing 
its production process became the focus of Silica Products’ Six 
Sigma effort in 2000. The project was successful in turning a 
by-product from the Curtis Bay silica manufacturing process into 
a raw material of the Worms SHIELDEX production, Three key 
improvements to the process yielded a throughput increase of 
35%, along with a working capital reduction of $165,000 and 
annual EBIT impact from increased production of nearly $450,000 


3 Drais [Viilis | 

An integral part of the fluid cracking catalyst manufacturing 
process is the wet milling or Drais Mills operation. As the inaugu- 
ral project for the Six Sigma team at Valleyfield, the mills had 
the potential to yield a significant savings. Initially, the team 
decided to focus on the six mills at Valleyfield, but using C&E 
matrix and FMEA tools, the project quickly grew to encompass 
the study of all 35 mills in Davison’s North American FCC plants 
Savings were projected to be $300,000 per year; final results 
netted $500,000 savings per year. The project continues with 
further modifications to the mills with anticipated additional cost 
reductions of $250,000. 


SixSigma 
GRACE 


iT Ludox Acquisition team | 

Early in 2000, the Silica Products business identified an 
opportunity to make the strategic acquisition of The DuPont 
Company's LUDOX® colloidal silicas business. With only 64 days 
to finalize the deal, Grace's cross-functional acquisition team 
completed due diligence, price negotiations, contract execution, 
and integration of the business. The acquisition was successfully 
completed and integrated in June 2000 without interruption to 
customer supply and service, enabling the LUDOX product line to 
contribute $15 million in revenues ($30 million on an annual basis) 
and a positive contribution to earnings to Grace in 2000. 


2 United Steal Works of American. Local 1405 / | 

In October 1997, Davison’s Chattanooga facility introduced the 
Safety Observation Survey (SOS) program to employees. The 
SOS program, developed by Davison safety professionals and 
hourly representatives from each plant, was designed to make 
operations safe through employee observation. Union leadership 
at Chattanooga was instrumental in implementing this culture 
change regarding plant safety. With virtually all hourly employees 
actively looking out for one another, the facility has not had a 
lost-time accident since March 3, 1998 and only one OSHA 
Recordable Accident since November 24, 1998. 


Concrete Product Sales Team Asia Pacitic | 

Grace Performance Chemicals’ employees worked across 
countries and functions to assemble a team aimed at securing 
the concrete admixture business in Asia of a large global 
customer. The team, headquartered in Singapore, prepared a 
comprehensive sales and support package, convincing the 
customer of Grace's strong commitment to its business and 
our ability to support its locations across Asia from our facilities 
in the region. After several rounds of negotiations and presenta- 
tions, Grace was awarded a long term contract. The GPC team 
continues to deliver value to this customer with premier local 
sales and service as a result of this effort. 


The Grace Premier 
Awards program publicly 
recognizes and honors 
employees whose 
actions and attitudes 

on the job demonstrate 
a strong commitment 
memelulacore Values OT 
people and teamwork. 
a rT | 


land ethics, agility and! 


We at Grace believe that 
the safety and health of 
all our employees is of 
paramount importance 
and we Strive for 


Since 1993, we have 
reduced our Recordable 
Rate by 70% to 1.4 and 
our Lost Time Case Rate 
by 81% to 0.4. The 
Council on Economic 
Priorities (CEP), a public 
service research 
organization dedicated 
to the accurate and 
impartial analysis of the 
social and environmental 
records of corporations, 
recognized Grace in their 
2000 “Campaign for 
Cleaner Corporations’ 
ranking us fourth out of | 
YAin the chemical indus- 
try for environmental 
performance with a 
grade of “A” 


fT Santa Ana | 

Since 1987, Performance Chemicals’ Santa Ana Fire Protection 
plant initiated a School Business Partnership with the George 
Washington Elementary School. During that time, employees 
have been involved in a number of programs, including “Reading 
Buddies” and “Principal for the Day’ The Santa Ana plant has 
adopted school families for the holidays, participated as judges for 
the science fair, organized field trips and paper drives, and donat- 
ed attendance incentives. For their commitment to Washington, 
the plant has been recognized by the California State Assembly, 
the California State Senate, and the City of Santa Ana. 


2 Lake Charles | 

In June of 2000, Refining Catalysts’ Lake Charles plant achieved 
three million man hours without a lost time accident and the 
record is still going strong. At the end of 2000, Lake Charles was 
presented with the National Safety Council Award for 
Occupational Safety and Health for working 1729 days without a 
lost time injury. The plant received six awards from the Louisiana 
Chemical Association: two for their safety achievement, three 
for environmental performance, and one for community 
involvement. Plant Manager Marvin Paggen was named 
“Outstanding Safety Man of the Year" for 2000 by the Safety 
Engineering Society of Southwest Louisiana. 


is Darex Container Plant | 

The Darex manufacturing operations achieved significant reduc- 
tions in the usage of SARA-313 chemicals. Between 1995 and 
1999, usage for these chemicals was reduced by 4.5 million 
pounds for an 86% reduction and releases were lowered by 
126,903 pounds for an 82% reduction. 


3 Darex Reduces SARA-313 
Emissions over 80% since 1995 


Total TRI Emissions in Pounds 


Sales by Segment 
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Pretax Income by Segment 
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Return on Capital Invested in Core Operations 
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This financial overview distinguishes 
between Grace's “core operations" and 
“noncore activities.” Core operations 
comprise the financial results of Davison 
Chemicals, Performance Chemicals and 
the costs of corporate activities that 
directly or indirectly support business 
operations. In contrast, noncore activi- 
ties comprise all other events and trans- 
actions that are not directly related to the 
generation of customer revenue or 
the support of core operations. Grace's 
financial strategy is to maximize returns 
and cash flows from core operations to 
fund business growth and to provide 
resources to satisfy its obligations that 
remain from past businesses, products 
and events. 


Core Operations 

Several major factors affected core 
operations for the year ended December 
31, 2000. These factors include: the 
completion of six acquisitions during 
the year; the results of productivity 
initiatives, including Six Sigma; the 
softening of the construction market; 
the continued strength of the U. S. dollar; 
and the increase in energy costs, includ- 
ing natural gas and petroleum-based 
raw materials. 


Net Sales 

Grace's net sales for the year ended 
December 31, 2000 were $1,597.4 
million, a 3% improvement over 1999 
sales of $1,550.9 million. Grace's net 
sales from its international operations 
represent $771.8 million of 2000 sales, 
with 54% of these sales generated in the 
European region. The translation of the 
weakened currencies in that region in 
relation to the U. S. dollar significantly 
impacted reported 2000 sales. Excluding 
the impact of foreign currency, sales 
would have increased nearly 7%. This 
increase is largely the result of volume 
gains in refining catalysts, silica products 
and construction chemicals from acquisi- 
tions made in 1999 and 2000. 

Davison Chemicals’ sales were 
$783.9 million for the year, a 4.4% 
increase over 1999 sales of $751.1 mil- 
lion. Refining catalysts, which represent- 
ed 57% of Davison Chemicals’ 2000 
sales, had sales of $445.7 million, 24.9% 
increase over 1999, Chemical catalysts, 
which represented 15% of Davison 


Chemicals’ 2000 sales, experienced a 
3.3% increase in 2000 sales to $1170 


million, Silica products, which repre- 
sented 28% of Davison Chemicals’ 2000 
sales, had sales of $221.2 million for the 
year ended December 31, 2000, a 3.9% 
increase over 1999. 

Performance Chemicals’ 2000 sales 
were $813.5 million, a 1.7% increase 
over 1999 sales of $799.8 million. 
Construction chemicals, which repre- 
sented 43% of Performance Chemicals’ 
2000 sales, had sales of $348.7 million, 
a 4.3% increase over 1999. Building 
materials, which represented 28% of 
Performance Chemicals’ 2000 sales, 
had sales of $228.0 million, a 1.6% 
increase over 1999. Container products, 
which represented 29% of Performance 
Chemicals’ sales, was the only product 
line experiencing a sales decline as com- 
pared to 1999. However, this product line 
has more of its sales generated from 
international operations than the other 
product lines within this segment. 
Excluding the impact of foreign currency, 
container products sales would have 
increased 2.7%. 


Pre-tax Income from Core Operations 
During 2000, Grace continued to focus 
on productivity improvement, which 
produced a 3.3% reduction in unit costs 
on a constant dollar basis. This productiv- 
ity improvement contributed significantly 
to a 5% increase in pre-tax income from 
core operations, from $178.1 million in 
1999, to $187.1 million in 2000. 

Pre-tax operating income of Davison 
Chemicals for 2000 was $131.6 million, 
up 5.9% versus 1999, as productivity 
initiatives offset rising natural gas prices. 
Pre-tax operating income of Performance 
Chemicals for 2000 was $95.5 million, 
down 9.7% from 1999. These unfavor- 
able results are attributable to both 
decreased sales resulting from a 
softening of the worldwide construction 
market and increased raw material and 
transportation costs. 

Corporate operating costs in 2000 
decreased $12.0 million, or 23.1%, to 
$40 million, primarily as a result of 
cost savings from the move of Grace's 
corporate headquarters to Columbia, 
Maryland. 


Capital Invested in Core Operations 
Grace had capital invested in core opera- 
tions of $1,035.7 million at December 
31, 2000 compared to $909.1 million at 
December 31, 1999. The increase in the 
capital invested was largely due to 
investments in acquired businesses and 
an increase in Grace's net pension asset. 
Aftertax return on capital invested in 
core operations decreased by 0.5 
percentage points to 12.0% for 2000. 
Cash flows from core operations were 
$36.6 million during 2000 compared 
to $154.8 million during 1999. This 
decrease was primarily due to new 
businesses acquired and working 
capital management. 


Noncore Activities 

Grace has several noncore obligations. 
Each obligation has different characteris- 
tics, risks and expected liquidation 
profile. Taken together, these liabilities 
represent $1,548.0 million of Grace's 
total liabilities. The most significant of 
these noncore obligations is asbestos- 
related litigation, with a balance at 
December 31, 2000 of $1,105.9 million. 
Assets available to fund noncore liabili- 
ties consist of cash and cash equiva- 
lents, net cash value of life insurance 
where Grace is the beneficiary, property 
and investments not used in core opera- 
tions, insurance coverage for asbestos- 
related litigation and net tax assets relat- 
ed to noncore liabilities. These assets, in 
the aggregate, total $1,003.1 million at 
December 31, 2000. 

The most significant factor affecting 
noncore activities was the increasingly 
difficult asbestos litigation environment. 
The net loss from noncore activities 
totaled $188.4 million for 2000. The 2000 
results included a net asbestos charge 
(after expected insurance recovery) of 
$208.0 million. This charge was 
necessary to account for adverse devel- 
opments discussed below under the 
heading “Risks and Uncertainties.” 

Cash used for noncore activities was 
$263.2 million during 2000. Grace paid 
$196.2 million for the defense and dispo- 
sition of asbestos-related property dam- 
age and bodily injury litigation, net of 
amounts received under settlements 
with insurance carriers, compared to net 
expenditures in 1999 of $42.8 million. 


Net Loss 

Net loss for the year ended December 
31, 2000 was $89.7 million, or $1.34 
per share. This net loss includes a $75 
million accrual recorded in the fourth 
quarter of 2000 to account for potential 
additional taxes and interest relating to 
the tax deductibility of interest on loans 
used to fund corporate-owned life 
insurance policies. 


Risks and Uncertainties 

On January 29, 2001, Grace announced 
that recent developments in asbestos- 
related litigation had led to the asbestos 
charge discussed above. This charge was 
made to account for probable and 
estimable costs related to several 
adverse developments in Grace's 
asbestos litigation during 2000, includ- 
ing: a significant increase in bodily injury 
claims; higher than expected costs to 
resolve bodily injury and certain property 
damage claims; and new class-action 
lawsuits alleging damages from a former 
attic insulation product not previously 
subject to property damage litigation. 
After this adjustment, Grace's recorded 
liability for asbestos-related litigation at 
December 31, 2000 was $1,105.9 million 
gross, $733.9 million net of insurance 
recovery and $469.9 million net of insur- 
ance recovery and tax benefits. The esti- 
mated gross liability represents an undis- 
counted stream of payments that are 
projected to be made in decreasing 
amounts over approximately 40 years. 
However, due to the uncertainty of 
asbestos-related litigation, actual 
amounts could differ materially from the 
recorded liability. 

In addition, over the past year, five 
codefendant companies in asbestos bod- 
ily injury litigation have petitioned for 
bankruptcy court protection, contributing 
to the risk that Grace will be subject to 
more claims than previously projected, 
with higher settlement demands. As a 
result, Grace also announced on January 
29, 2001 that it is reviewing the strategic 
and operating issues associated with 
continuing to defend asbestos litigation 
through the court system versus volun- 
tarily seeking a resolution of such 
litigation through reorganization under 
Chapter 11 of the U. S. Bankruptcy Code. 


The recent developments in 
asbestos-related litigation are negatively 
affecting Grace's credit profile, causing 
uncertainty in its ability to renew existing 
credit facilities and/or access new 
sources of capital. Grace's liquidity posi- 
tion (cash and cash equivalents, net cash 
value of life insurance and unused com- 
mitted credit facilities) at December 31, 
2000 of $396.2 million would normally be 
sufficient to fund operating and invest- 
ment needs including estimated pay- 
ments for asbestos-related litigation. 
However, the Company's 364-day bank 
credit facility matures in May 2001. This 
facility totals $250 million with $150 
million drawn at December 31, 2000. The 
current bank credit environment, which 
has tightened over the past several 
months, coupled with the uncertainties 
in asbestos litigation, has increased 
the risk that this facility may not be 
renewable under acceptable terms. 
Additionally, Grace's receivable sales 
program, covering amounts up to $80 
million, is subject to renewal risk. If all 
such credit facilities were required to be 
satisfied in May, Grace's liquidity position 
would be reduced to a level where 
normal business activities would be 
adversely impacted. Grace has been in 
renewal discussions with its principal 
bank group and has been exploring alter- 
native sources of capital. No agreement 
has been reached regarding renewal of 
Grace's 364-day bank facility and no new 
sources of capital have been obtained. 


2001 Outlook—Core Operations 

Grace is targeting pre-tax income from 
core operations in 2001 to improve by 
approximately 5% to 10% over 2000. The 
Davison Chemicals business depends on 
energy-intensive raw materials where 
increases in cost are likely, and the 
Performance Chemicals business is 
dependent on construction activity, 
which is expected to further soften in 
2001. A large factor in profit improvement 
will be the continued success of our pro- 
ductivity initiatives, including Six Sigma. 
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April 23, 2001 
Dear Shareowner: 


Subsequent to the printing of our 2000 Annual Report, W. R. Grace & Co. announced its 
decision to voluntarily petition for reorganization under Chapter 11 of the U. S. Bankruptcy Code 
in response to a sharply increasing number of asbestos claims. This action was necessary to 
protect the inherent value of our company, and we regret the impact it has had on you. 


The petition, which was filed on April 2, 2001 in Wilmington, Delaware, will enable us to 
continue to operate our businesses in the usual manner under court protection from our 
creditors and claimants, while using the Chapter 11 process to develop and implement a plan 
for addressing the asbestos-related claims against us. Our intention is to work closely with 
asbestos claimants and other creditors to develop a plan of reorganization that will both address 
valid asbestos claims in a fair and consistent manner and establish a sound capital structure for 
long-term growth and profitability. 


As we have previously discussed, we had been evaluating our strategic options to determine 
the best course of action for all. Our decision, although very difficult, was absolutely necessary. 
We believe that the state court system is broken and that Grace cannot effectively defend itself 
against unmeritorious claims. The best forum available to us to achieve predictability and 
fairness in the claims settlement process is through a federal court-supervised Chapter 11 filing. 
By filing now, we are able to obtain both a comprehensive resolution of the claims we are facing 
and preserve the inherent value of our businesses. 


Grace is a fundamentally sound company with strong cash flow and leadership positions in all of 
our major markets. We anticipate emerging from this reorganization as an even stronger, more 
financially sound enterprise. 


During this period of time, Grace shares will continue to trade on the NYSE as long as listing 
standards are maintained. The value of the shares will be determined by the market. If you 
would like further details or have any questions, please log on to our website at www.grace.com 
or contact Bridget Sarikas, Manager Shareholder Services, at 410-531-4194. 


Sincerely, 


hae f— 


Paul J. Norris 
Chairman, President and CEO 
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PART I 
Item 1. Business 
CHAPTER 11 FILING 


On April 2, 2001, W. R. Grace & Co. (“Grace” or the “Company” and 61 of its United 
States subsidiaries and affiliates filed voluntary petitions for reorganization under Chapter 11 of 
the United States Bankruptcy Code (“Chapter 11”) in United States Bankruptcy Court for the 
District of Delaware. The cases were consolidated for the purpose of joint administration and 
were assigned case numbers 01-1139 through 01-1200. None of the Company’s foreign 
subsidiaries were included in the filing. 


The filing was made in response to a sharply increasing number of asbestos-related 
bodily injury claims. Under Chapter 11, Grace expects to continue to operate its businesses as 
debtor-in-possession under court protection from its creditors and claimants, while using the 
Chapter 11 process to develop and implement a plan for addressing the asbestos-related claims 
against it. 


Prior to 2000, Grace was able to settle asbestos-related claims through direct 
negotiations. The filings of claims had stabilized, and annual cash flows were manageable and 
fairly predictable. In 2000, the litigation environment changed with an unexpected 81% increase 
in bodily injury claims, which Grace believes is due to a surge in unmeritorious claims. Trends 
in case filings and settlement demands, which show no signs of returning to historic levels, and 
which have been exacerbated by the Chapter 11 filings of several co-defendants in asbestos 
bodily injury litigation, increased the risk that Grace would not be able to resolve its pending and 
future asbestos claims under the current state court system. 


Grace has concluded that a federal court-supervised Chapter 11 filing provides the best 
forum available to achieve predictability and fairness in the claims settlement process. By filing 
under Chapter 11, Grace expects to be able to both obtain a comprehensive resolution of the 
claims against it and preserve the inherent value of its businesses. 


Grace’s asbestos-related litigation and Chapter 11 filing is further discussed in Item 3 of 
this Report, and in Notes | and 3 to Grace’s Consolidated Financial Statements for the three 
years in the period ended December 3 1, 2000 (“Consolidated Financial Statements”) and 
“Management’s Discussion and Analysis of Results of Operations and Financial Condition” in 
the Financial Supplement to this Report. 


BUSINESS OVERVIEW 


W. R. Grace & Co., through its subsidiaries, is one of the world’s leading specialty 
chemicals companies. Grace entered the specialty chemicals industry in 1954, when it acquired 
both the Dewey and Almy Chemical Company and the Davison Chemical Company. Grace 
primarily operates in the following two business segments: 


* Davison Chemicals manufactures catalysts and silica-based products. Davison 
Chemicals’ catalysts include (1) fluid cracking catalysts and additives used by petroleum 
refineries to convert distilled crude oil into transportation fuels and other petroleum- 
based products; (2) hydroprocessing catalysts that upgrade heavy oils and remove certain 
impurities; and (3) polyolefin catalysts and catalyst supports that are essential 
components in the manufacture of high density and linear low density polyethylene resins 
used in products such as plastic film, high-performance plastic pipe and plastic household 
containers. Davison Chemicals’ silica gel, colloidal silica, and zeolite adsorbents are 
used in a wide variety of industrial and consumer applications, such as ink jet paper, 
separations/chromatography, plastics, toothpastes, paints, precision investment casting, 
and insulated glass, as well as in the refining cf edible oils and for purification in 
petrochemical processes. Davison Chemicals accounted for approximately 50% of 
Grace’s 2000 sales. 


Performance Chemicals produces (1) specialty construction chemicals, including 
performance-enhancing concrete admixtures, cement additives and masonry products; (2) 
specialty building materials, including fireproofing and waterproofing materials and 
systems; and (3) container and closure sealants that protect food and beverages from 
bacteria and other contaminants, extend shelf life and preserve flavor, and coatings used 
in the manufacture of cans and closures. Performance Chemicals accounted for 
approximately 50% of Grace’s 2000 sales. 


Grace also has other business interests as described in “Other Businesses and Investments” 
below. In 1997, Grace classified its former flexible packaging business (“Packaging Business”) 
as a discontinued operation. The Packaging Business was separated from Grace on March 31, 
1998 in a transaction described in Notes | and 4 to the Consolidated Financial Statements. 


As used in this Report, the term “Grace” or the “Company” refers to W. R. Grace & Co., 
a Delaware corporation and, in certain cases, one or more of its subsidiaries and/or their 
respective predecessors. Grace’s principal executive offices are located at 7500 Grace Drive, 
Columbia, Maryland 21044, telephone 410/531-4000. As of year-end 2000, Grace had 
approximately 6,300 full-time employees worldwide in its continuing operations. 


Information concerning net sales, pretax operating income and total assets of Grace’s 
continuing operations by business segment and information by geographic area for 2000, 1999 
and 1998 is contained in Note 20 to the Consolidated Financial Statements in the Financial 
Supplement to this Report. 


Strategic Objectives and Actions. Grace’s strategy has been, and will continue to be, to 
seek to enhance enterprise value by profitably growing its specialty chemicals businesses on a 
global basis and achieving high levels of financial performance. To achieve these objectives, 
Grace plans to (i) invest in research and development activities, with the goals of introducing 
new high-performance products and services and enhancing manufacturing processes; (ii) 
implement process and productivity improvements and cost-management initiatives (including 
the use of Six Sigma processes), including rigorous controls on working capital and capital 
spending; and (iii) pursue selected acquisitions and alliances. These plans are designed to make 
Grace a high-performance company focused on the strengths of its global specialty chemicals 
businesses. 


Projections and Other Forward-Looking Information. This Report contains, and other 
communications by Grace may contain, projections or other “forward-looking” information. 


Forward-looking information includes all statements regarding Grace’s expected financial 
position, results of operations, cash flows, dividends, financing plans, business strategy, budgets, 
capital and other expenditures, competitive positions, growth opportunities for existing products, 
benefits from new technology, plans and objectives of management, and markets for stock. Like 
any other business, Grace is subject to risks and other uncertainties that could cause its actual 
results to differ materially from any projections or that could cause other forward-looking 
information to prove incorrect. 


Most significantly, Grace is a defendant in thousands of lawsuits related to previously 
sold asbestos-containing products. During 2000, several adverse developments occurred that 
resulted in a $294 million increase in Grace’s estimated cost of disposing of its pending and 
expected future asbestos-related claims. As a result of these developments, Grace, following a 
thorough review of its strategic alternatives, filed for protection under Chapter 11 on April 2, 
2001. See Item 3 of this Report, and Notes 1 and 3 to Grace’s Consolidated Financial 
Statements and “Management’s Discussion and Analysis of Results of Operations and Financial 
Condition” in the Financial Supplement to this Report, for a more detailed discussion of risks 
related to Grace’s asbestos liabilities. 


In addition to general economic, business and market conditions, Grace is also subject to 
other risks and uncertainties, including the following: 


" developments in and the outcome of the Chapter 11 proceedings; 

" the loss of flexibility in operating its businesses and the higher costs of doing business under 
Chapter 11; 

= greater than expected liabilities with respect to environmental remediation; 

"an inability to obtain committed credit facilities or alternative sources of liquidity in amounts 
sufficient to fund operations, growth initiatives and non-core obligations; 

* a decline in worldwide oil consumption or the development of new methods of oil refining: 

= increases in prices of raw materials and energy costs; 

" an inability to gain customer acceptance, or slower than anticipated acceptance, of new 
products or product enhancements (particularly in the construction industry); 

= changes in environmental regulations or societal pressures that make Grace’s business 
operations more costly or that change the types of products used, especially petroleum-based 
products; 

= slower than anticipated economic advances in less developed countries; 

" foreign currency devaluations in developing countries or other adverse changes in currency 
exchange rates; 

* technological breakthroughs rendering a product, a class of products or a line of business 
obsolete; 

* an inability to adapt to continuing technological improvements by competitors or customers; 
and 

* the acquisition (through theft or other means) and use by others of Grace’s proprietary 
formulas and other know-how (particularly in the container products business). 


Davison’s net sales were $784 million in 2000, $751 million in 1999 and $761 million in 
1998: 49% of Davison’s 2000 net sales were generated in North America, 33% in Europe, and 
11% in Asia Pacific and 7% in Latin America. Sales of catalysts accounted for 35% of total net 
sales of Grace in 2000 and 1999 and 36% in 1998. Sales of silica products and zeolite 
adsorbents accounted for 14% of Grace’s total net sales in 2000, 1999 and 1998. At year-end 
2000, Davison employed approximately 2,800 people worldwide in 12 facilities (eight in the 
U.S. and one each in Canada, Germany, Brazil and Malaysia). Davison’s principal U.S. 
manufacturing facilities are located in Baltimore, Maryland and Lake Charles, Louisiana. 
Davison has a direct selling force and distributes its products directly to approximately 12,300 
customers (290 for catalysts and more than 12,000 for silicas/adsorbents), the largest of which 
accounted for approximately 6% of Davison’s 2000 sales. 


Most raw materials used in the manufacture of Davison products are available from 
multiple sources; in some instances, Davison produces its own raw materials. Recently, due to 
worldwide supply shortages, Davison has experienced significantly higher natural gas and 
petroleum-based raw material price increases that have had a negative impact on its operating 
margins. Seasonality does not have a significant overall effect on Davison’s business. However, 
sales of refining catalysts tend to be lower in the first and fourth quarters due to a shift in 
production by refineries from gasoline to home heating oil for the winter season. 


Performance Chemicals (Specialty Construction Chemicals, Specialty Building Materials 
and Container Products). Performance Chemicals was formed in July 1999 by integrating 
Grace’s construction products businesses with its Darex" container products businesses. Grace 
integrated these businesses, which share many facilities around the world and are headquartered 
in the Cambridge, Massachusetts area, in order to realize efficiencies in supply chain 
management, process improvement, commercialization of new products and marketing. 


Performance Chemicals is a leading supplier of specialty construction chemicals and 
building materials to the nonresidential (commercial and infrastructure) construction industry, 
and to a lesser extent, the residential construction industry. Specialty construction chemicals 
(principally concrete admixtures, cement additives and masonry products) add strength, control 
corrosion and enhance the handling and application of concrete, improve the manufacturing 
efficiency and performance of cement, and improve the water resistance and other qualities of 
masonry wall systems. Performance Chemicals has introduced a number of new construction 
chemicals products and product enhancements in recent years. These include an admixture that 
reduces concrete shrinkage and helps prevent cracking; a product that enables contractors to 
obtain acceptable concrete set times in colder temperatures; an admixture that inhibits corrosion 
and prolongs the life of concrete structures; and an additive that improves cement processing 
efficiency and product quality. In 1999, Performance Chemicals introduced a new masonry 
admixture for improving the freeze/thaw durability of segmental retaining wall units and pavers, 
and new structural fiber reinforcements for concrete that provide a corrosion-free alternative to 
steel fibers and welded wire mesh. 


Performance Chemicals’ specialty building materials prevent water damage to structures 
(such as water- and ice-barrier products for residential use and waterproofing systems for 
commercial structures) and protect structural steel against collapse due to fire. In North 
America, the specialty building materials product line also manufactures and distributes 
vermiculite products used in insulation and other applications. Recent product developments 
include liquid-applied waterproofing products and new roof underlayments that provide 
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protection from ice and wind-driven rain; enhancements to fireproofing products that make 
Performance Chemicals’ systems more competitive by improving applicator productivity; and 
fireproofing products for industrial, petrochemical and acoustical applications. In addition, 
through the acquisition of International Protective Coatings Corporation in 2000, Performance 
Chemicals added firestops to its product offerings. Firestops are caulk and sealant systems that 
retard the spread of heat, flame and smoke through walls and ceiling joints and openings in 
buildings for wiring and piping through which heat, flame or smoke can penetrate. 


In addition to new product introductions and enhancements and acquisitions, 
Performance Chemicals looks for growth opportunities in developing economies, where 
increases in construction activity and sophistication of construction practices can increase 
demand for Performance Chemicals’ construction chemicals and building materials products. 


The construction chemicals and building materials produced by Performance Chemicals 
are marketed to an extremely broad range of customers, including cement manufacturers, ready- 
mix and precast concrete producers, local contractors, specialty subcontractors and applicators, 
masonry block manufacturers, building materials distributors and other industrial manufacturers, 
as well as construction specifiers, such as architects and structural engineers. For some of these 
customer groups (such as contractors), cost and ease of application are key factors in making 
purchasing decisions; for others (such as architects and structural engineers), product 
performance and design versatility are the critical factors. In view of this diversity, and because 
the construction chemicals and building materials businesses require intensive sales and 
customer service efforts, Performance Chemicals maintains a separate sales and technical 
support team for each of its product groups. These sales and support teams sell products under 
global contracts, under U.S. or regional contracts and on a job-by-job basis. Consequently, 
Performance Chemicals competes globally with several large construction materials suppliers 
and regionally and locally with numerous smaller competitors. In recent years, the cement and 
concrete industry has experienced some consolidation, particularly in markets outside the U.S. 
Competition is based largely on technical support and service, product performance, adaptability 
of the product and price. 


The construction business is cyclical, in response to economic conditions and 
construction demand. The construction business is also seasonal due to weather conditions. 
Performance Chemicals seeks to increase profitability and minimize the impact of cyclical 
downtums in regional economies by introducing technically advanced higher-performance 
products, expanding geographically, and developing business opportunities in renovation 
construction markets. Although in recent years these strategies have been successful in 
minimizing the impact of cyclicality on Performance Chemicals’ construction business, there can 
be no assurance that this strategy will continue to succeed, and such cyclicality could adversely 
affect its business and results of operations in the future. 


The raw materials used by the construction chemicals and building materials product 
lines can be obtained from multiple sources, including commodity chemical producers, 
petroleum companies and paper manufacturers. In most instances, there are at least two 
alternative suppliers for each of the principal raw materials used by these businesses. Recently, 
due to worldwide shortages in the supply of oil, petroleum-based raw materials costs have 
significantly increased, negatively affecting operating margins. 


The container products business consists primarily of three product lines: can sealants 
and closure sealants for rigid containers, and coatings for metal packaging. These products are 
used to assure the quality of packaging and to preserve container contents. Can sealants ensure a 
hermetic seal between the lid and the body of beverage, food, aerosol and other cans. Closure 
sealants are used to seal pry-off and twist-off metal crowns, as well as roll-on pilfer-proof and 
plastic closures for glass and plastic bottles and jars used in beverage and food applications. 
Coatings are used in the manufacture of cans and closures to protect the metal against corrosion, 
to protect the contents against the influences of metal, to ensure proper adhesion of sealing 
compounds to metal surfaces, and to provide base coats for inks and for decorative purposes. 
These products are principally sold to companies that manufacture containers. 


Performance Chemicals is seeking to expand its container product offerings and improve 
sales growth through developing technologies, such as its oxygen-scavenging compounds (which 
absorb oxygen resulting in extended shelf life) and high barrier materials that limit gas 
transmission into plastic packaging. Performance Chemicals is also looking to improve 
container product sales through continued growth in developing regions. However, sales growth 
has been impacted and will likely be impacted in the future by the trend toward can systems 
requiring fewer seams, as well as the increasing use of plastic and glass containers. 


Competition is based on providing high-quality customer service at customer sites, as 
well as on uniform product quality, reliability, the ability to offer environmentally-friendly 
products and price. In addition, because of the relative concentration of the canning and bottling 
market, maintaining relationships with leading container manufacturers, canners and bottlers, 
and assisting them as they install new production equipment and reengineer processes, are key 
elements for success. In 2000, approximately 35% of container product sales were derived from 
its top ten customers. 


Although raw materials used in the container products business, including resins, rubber 
and latices, are generally available from multiple sources, certain raw materials are purchased 
from single source suppliers. Some raw materials are also subject to pricing pressures from time 
to time, particularly for certain specialty resins. Also, currency devaluations in developing 
countries may adversely affect raw material costs and the prices the business may charge for its 
products. Performance Chemicals has been successful in establishing a supply chain 
organization focused on managing raw material costs and flow to alleviate some of these 
pressures. However, due to recent worldwide shortages in the supply of oil, petroleum-based 
raw materials costs have significantly increased, negatively affecting operating margins. The 
impact of seasonality is not significant to the container products business. 


Performance Chemicals’ 2000 net sales totaled $813 million (58% in North America, 
19% in Europe, 16% in Asia Pacific and 7% in Latin America), versus $800 million in 1999 and 
$785 million in 1998. Sales of specialty construction chemicals accounted for 22% of Grace’s 
total net sales in 2000, 21% in 1999 and 20% in 1998; sales of specialty building materials 
accounted for 14% of Grace’s total net sales in 2000, 1999 and 1998; and sales of container 
products accounted for 15% of Grace’s total net sales in 2000, and 16% in 1999 and 1998. At 
year-end 2000, Performance Chemicals employed approximately 3,300 people at 65 production 
facilities (25 in North America, 19 in Asia Pacific, 14 in Europe and 7 in Latin America) and 
approximately 80 sales offices worldwide. Performance Chemicals’ capital expenditures tend to 
be relatively lower, and sales and marketing expenditures tend to be relatively higher, than those 
of Davison Chemicals. 


Other Businesses and Investments. In January 1999, Grace sold its Circe biomedical 
subsidiary to an investment group. Circe was engaged in the development of bioartificial organs. 
Grace also owns miscellaneous businesses and investments that are not material. 


DISCONTINUED OPERATIONS 


Grace’s former Packaging Business was a leading global supplier of high-performance 
materials and systems used in packaging food and industrial and consumer products. The 
Packaging Business operated in the U.S. and in 45 other countries throughout the world. Its 
principal products were various food packaging products and shrink and nonshrink films for 
industrial and consumer products. On March 31, 1998. the predecessor and former parent 
company of Grace (“Old Grace”) combined its Packaging Business with Sealed Air Corporation 
(“Sealed Air”), Old Grace effected the transaction with Sealed Air by transferring its specialty 
chemicals and other non-packaging businesses to Grace, spinning off Grace to Old Grace 
shareholders and merging a subsidiary of Old Grace with Sealed Air. For further information, 
see Notes | and 4 to the Consolidated Financial Statements in the Financial Supplement. 


In July 1999, Grace sold substantially all of its interest in Cross Country Staffing, a 
provider of temporary nurses and other health care related services, to an affiliate of 
Charterhouse Group International, Inc., a private equity firm, and the management of Cross 
Country Staffing. The transaction was preceded by Grace’s purchase of a minority interest in 
Cross Country Staffing held by Nestor Healthcare Group ple. Grace received pretax net cash 
proceeds of approximately $103 million as a result of these two transactions. 


RESEARCH ACTIVITIES 


Grace’s research and development programs are directed toward the development of new 
products and processes and the improvement of, and development of new uses for, existing 
products and processes. Research is conducted in all regions, with North America and Europe 
accounting for the most activity. Grace’s research and development strategy is to develop 
technology platforms on which new products will be based, while focusing development efforts 
in each business unit on the improvement of existing products and/or the adaptation of existing 
products to customer needs. 


Research and development expenses relating to continuing operations amounted to $46 
million in 2000, $42 million in 1999 and $47 million in 1998 (including expenses incurred in 
funding external research projects). The amount of research and development expenses relating 
to government- and customer-sponsored projects (rather than projects sponsored by Grace) was 
not material. 


PATENTS AND OTHER INTELLECTUAL PROPERTY MATTERS 


Grace’s products, processes and manufacturing equipment are protected by numerous 
patents and patent applications, and include legally protectable know-how and other proprietary 
information. As competition in the markets in which Grace does business is often based on 
technological superiority and innovation, with new products being introduced frequently, the 
ability to achieve technological innovations and to obtain patent or other intellectual property 
protection is important. There can be no assurance that Grace’s patents, patent applications or 
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other intellectual property will provide sufficient proprietary protection. In addition, other 
companies may independently develop similar systems or processes that circumvent patents 
issued to Grace, or may acquire patent rights within the fields of Grace’s businesses. 


ENVIRONMENTAL, HEALTH AND SAFETY MATTERS 


Manufacturers of specialty chemicals products, including Grace, are subject to stringent 
regulations under numerous U.S. federal, state and local and foreign environmental, health and 
safety laws and regulations relating to the generation, storage, handling, discharge and 
disposition of hazardous wastes and other materials. Grace has expended substantial funds to 
comply with such laws and regulations and expects to continue to do so in the future. The 
following table sets forth Grace’s expenditures in the past three years, and its estimated 
expenditures in 2001 and 2002, for (i) the operation and maintenance of environmental facilities 
and the disposal of wastes with respect to continuing operations; (ii) capital expenditures for 
environmental control facilities relating to continuing operations; and (iii) site remediation: 


(i) (ii) (iii) 
Operation of 
Facilities and Capital Site 


Waste Disposal Expenditures Remediation 
(in $ millions) 


1998 38 6 37 
1999 31 6 25 
2000 26 4 47 
2001 (est.) 27 7 37 
2002 (est.) 29. 6 2 


Additional material environmental costs may arise as a result of future legislation or other 
developments. Grace’s earnings, competitive position and other capital expenditures have not 
been, and are not expected to be, materially adversely affected by compliance with 
environmental requirements. See Note 15 to the Consolidated Financial Statements and 
“Management’s Discussion and Analysis of Results of Operations and Financial Condition” in 
the Financial Supplement to this Report. 


With the goal of continuously improving Grace’s environmental, health and safety 
(“EHS”) performance, Grace established its Commitment to Care® initiative (based on the 
Responsible Care® program of the Chemical Manufacturers Association) in 1994 as the program 
under which all Grace EHS activities are to be implemented. To the extent applicable, 
Commitment to Care extends the basic elements of Responsible Care to all Grace locations 
worldwide, embracing specific performance objectives in the key areas of product stewardship, 
employee health and safety, community awareness and emergency response, distribution, 
process safety and pollution prevention. 


See Item 3 below for information concerning environmental proceedings to which Grace 
is a party. 


Item 2. Properties 


Grace operates manufacturing and other types of plants and facilities (including office 
and other service facilities) throughout the world. Some of these plants and facilities are shared 
by more than one Grace business unit, and since the disposition of the Packaging Business, some 
plants and facilities are shared with Sealed Air Corporation. Grace considers its major operating 
properties to be in good operating condition and suitable for their current use. Although Grace 
believes that, after taking planned expansion into account, the productive capacity of its plants 
and other facilities is generally adequate for current operations and foreseeable growth, it 
conducts ongoing, long-range forecasting of its capital requirements to assure that additional 
capacity will be available when and as needed. Accordingly, Grace does not anticipate that its 
operations or income will be materially affected by the absence of available capacity. See Note 
20 to the Consolidated Financial Statements and “Management’s Discussion and Analysis of 
Results of Operations and Financial Condition” in the Financial Supplement for information 
regarding Grace’s capital expenditures. 


Additional information regarding Grace’s properties is set forth in Item 1 above. 


Item 3. Legal Proceedings 


Asbestos Litigation. Grace is a defendant in property damage and bodily injury lawsuits 
relating to previously sold asbestos-containing products and expects that it will receive additional 
asbestos-related claims in the future. Grace was a defendant in 61,395 asbestos-related lawsuits 
at December 31, 2000 (15 involving claims for property damages, including 8 relating to Grace’s 
former attic insulation product, and the remainder involving 124,907 claims for bodily injury), as 
compared to 50,342 lawsuits at year-end 1999 (11 involving claims for property damage, none of 
which relates to attic insulation, and the remainder involving 105,670 claims for bodily injury). 
In most of these lawsuits, Grace is one of many defendants. 


The plaintiffs in property damage lawsuits generally seek to have the defendants absorb 
the cost of removing, containing or repairing the asbestos-containing materials in the affected 
buildings. Cumulatively through December 31, 2000, 140 asbestos property damage cases were 
dismissed without payment of any damages or settlement amounts; judgments were entered in 
favor of Grace in nine cases (excluding cases settled following appeals of judgments in favor of 
Grace); judgments were entered in favor of the plaintiffs in seven cases for a total of $60.3 
million (none of which is on appeal); and 207 property damage cases were settled for a total of 
$696.8 million. 


In February 2000 a purported class action lawsuit was filed in the U.S. District Court for 
the Eastern District of Massachusetts against the Company (Lindholm v. W. R. Grace & Co.) on 
behalf of all owners of homes containing Zonolite® attic fill insulation, a product previously 
sold by Grace that may contain trace amounts of asbestos. The action seeks damages and 
equitable relief, including the removal, replacement and/or disposal of all such insulation. Since 
Lindholm was filed, eight additional purported class action lawsuits have been filed against 
Grace in various state and federal courts asserting similar claims and seeking similar damages to 
those in Lindholm. One of the purported federal class actions has been consolidated with 
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Lindholm, and all the purported federal class actions have been transferred to the U.S. District 
Court for the Eastern District of Massachusetts. Purported class actions in California, 
Minnesota, Illinois and Washington were pending in state courts at the time of Grace’s Chapter 
11 filing. While Grace has not completed its investigation of the claims described in these 
lawsuits, Grace believes that this product was and continues to be safe for its intended purpose 
and poses little or no threat to human health. At this time Grace is not able to assess the extent of 
any possible liability related to this matter. 


Cumulatively through December 31, 2000, approximately 16,200 bodily injury lawsuits 
involving approximately 35,500 claims were dismissed without payment of any damages or 
settlement amounts (primarily on the basis that Grace products were not involved), and 
approximately 53,400 lawsuits involving approximately 151,800 claims were disposed of for a 
total of $561.8 million. 


Based on Grace’s experience and trends in asbestos bodily injury litigation, Grace has 
endeavored to reasonably forecast the number and ultimate cost of all present and future bodily 
injury claims expected to be asserted, based on measures governed by generally accepted 
accounting principles relating to probable and estimable liabilities. Grace has accrued $1,105.9 
million at December 31, 2000 as its estimate of liability for all asbestos-related property damage 
and bodily injury cases and claims then pending (except for the cases and claims related to 
Grace’s attic fill litigation as described above), as well as all bodily injury claims expected to be 
filed in the future. (However, due to the Chapter 11 filing and the uncertainties of asbestos- 
related litigation, actual amounts could differ materially from the recorded liability.) 


Grace previously purchased insurance policies with respect to its asbestos-related 
lawsuits and claims. Grace has settled with and has been paid by all of its primary insurance 
carriers with respect to both property damage and bodily injury cases and claims. Grace has also 
settled with its excess insurance carriers that wrote policies available for property damage cases; 
those settlements involve amounts paid and to be paid to Grace. In addition, Grace has settled 
with excess insurance carriers that wrote policies available for bodily injury claims in layers of 
insurance that Grace believes may be reached based on its current estimates. Insurance coverage 
for asbestos-related liabilities has not been commercially available since 1985 


Pursuant to settlements with primary-level and excess-level insurance carriers with 
respect to asbestos-related claims, Grace received payments totaling $821.4 million prior to 
1998, as well as payments totaling $74.0 million in 1998, $73.1 million in 1999, and $85.6 
million in 2000. Under certain settlements, Grace expects to receive additional amounts from 
insurance carriers in the future and has recorded receivables to reflect the amounts expected to be 
recovered as asbestos-related claims are paid. At December 31, 2000, Grace had recorded a 
receivable of $369.3 million, as well as notes receivable of $2.7 million from insurance carriers, 
reflecting the estimated recovery from insurance carriers with respect to pending and projected 
asbestos cases and claims. 


During 2000, the number of bodily injury claims made against Grace increased 
significantly compared to 1999 and prior year claim levels, with a total of 48,786 bodily injury 
claims being received in 2000, versus 26,941 claims in 1999. Also, costs to resolve asbestos 
litigation were higher than expected for bodily injury and certain property damage claims. In 
addition, five significant codefendant companies in bodily injury litigation have petitioned for 
reorganization under Chapter 11 of the U.S. Bankruptcy Code. These developments and events 
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have caused an environment that increases the risk of more claims being filed against Grace than 
previously projected, with higher settlement demands and trial risks. These developments and 
events also raised substantial doubt whether Grace would be able to manage its asbestos 
liabilities over the long term under the existing state court system. As a result, following a 
thorough review of the strategic and operating issues associated with continuing to defend 
asbestos litigation through the court system versus voluntarily seeking a resolution of such 
litigation through reorganization under Chapter 11 of the U.S. Bankruptcy Code, Grace filed for 
protection under Chapter 11 on April 2, 2001. Asa result of the Chapter 11 filing, all asbestos- 
related litigation against Grace has been stayed. 


See Item 1 of this Report and Notes | and 3 to the Consolidated Financial Statements and 
“Management’s Discussion and Analysis of Results of Operations and Financial Condition” in 
the Financial Supplement for additional information. 


Environmental Proceedings. The following is a description of the material environmental 
proceedings in which Grace is involved: 


Grace (together with certain other companies) has been designated a “potentially 
responsible party” (“PRP”) by the U.S. Environmental Protection Agency (“EPA”) with respect 
to absorbing the costs of investigating and remediating pollution at various sites. At year-end 
2000, proceedings were pending with respect to approximately 30 sites as to which Grace has 
been designated a PRP. U.S. federal law provides that all PRPs may be held jointly and 
severally liable for the costs of investigating and remediating a site. Grace is also conducting 
investigatory and remediation activities at sites under the jurisdiction of state and/or local 
authorities. 


The EPA is conducting an investigation of the air, water and soil quality in and around 
Libby, Montana. This investigation was triggered by newspaper reports of excessive levels of 
asbestos-related disease related to Grace’s former vermiculite mining activities in the area. The 
EPA, which commenced such investigation in 1999, has recently questioned the reliability of its 
analytical methods, and announced a program of additional testing in the yards and homes of 
Libby area residents. These investigations are not expected to result in material liability to 
Grace. 


In February 2000, a purported class action lawsuit was filed in U.S. District Court for 
Montana, Missoula Division (Tennison, et al. v. W. R. Grace & Co., et al.) against Grace on 
behalf of all owners of real property situated within 12 miles of Libby, Montana that are 
improved private properties. The action alleges that the class members have suffered harm in the 
form of environmental contamination and loss of property rights resulting from Grace's former 
vermiculite mining and processing operations. The complaint seeks remediation, property 
damages and punitive damages. Grace has no reason to believe that its former activities caused 
damage to the environment or property. 


In October 2000, a purported class action lawsuit was filed in U.S. District Court for 
Minnesota, 4" Division (Chase v. W. R. Grace & Co.-Conn.) alleging loss of property values of 
residents in the vicinity of a former vermiculite expanding plant in Minneapolis. Grace is 
presently cooperating with regulatory authorities and the present owners to investigate this 
former plant site. The EPA has commenced a program to remove suspected vermiculite 
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processing by-products from driveways at about 45 homes in the area. These activities are not 
expected to result in material liability to Grace. 


The EPA is investigating approximately 50 vermiculite expanding plants operated by 
Grace and may be investigating approximately 285 other plants operated by third parties that 
handled vermiculite concentrate supplied by Grace. Active investigative or remediation 
activities are ongoing at five locations. Grace does not have sufficient information at this time to 
determine the extent of any possible liability related to this investigation. 


Grace is a party to additional proceedings involving U.S. federal, state and/or local 
government agencies and private parties regarding Grace’s compliance with environmental laws 
and regulations. These proceedings are not expected to result in significant sanctions or in any 
material liability. However, Grace may incur material liability in connection with future actions 
of governmental agencies or private parties relating to past or future practices of Grace with 
respect to the generation, storage, handling, discharge or disposition of hazardous wastes and 
other materials. 


Grace is a party to three environmental insurance coverage actions pending in the U.S. 
District Court for the Southern District of New York. The first is styled Maryland Casualty Co. 
v. W. R. Grace & Co. (filed June 21, 1988). Litigation continues in this case as to a primary- 
level carrier that has not settled with respect to claims for environmental property damage. The 
second case, entitled Uniguard v. W. R. Grace, was filed on December 17, 1997. This 
declaratory judgment action seeks a determination concerning the liability of one excess carrier 
for bodily injury claims as a result of environmental contamination. In June 2000, a separate 
lawsuit was filed against Grace by one of its former primary insurance carriers seeking coverage 
determinations regarding 45 claims (Continental Casualty Company v. W. R. Grace & Co. and 
W. R. Grace & Co.-Conn.). Most of these claims involve alleged environmental property 
damage at sites once owned and operated by Grace or at waste sites that allegedly received waste 
materials from plants operated by Grace, including Grace's claims for coverage regarding certain 
claims involving its former vermiculite mining operation in Libby, Montana. The outcome of 
these cases, as well as the amounts of any recoveries that Grace may receive in connection 
therewith, is presently uncertain. 


Grace believes that the liabilities for environmental remediation costs, including costs 
relating to environmental proceedings, that have been recorded in Grace’s historical financial 
statements are adequate and, irrespective of the outcome of the insurance litigations referred to 
above, Grace believes that the resolution of pending environmental proceedings will not have a 
material adverse effect on the consolidated financial position or liquidity of Grace. For further 
information, see “Environmental, Health and Safety Matters” under Item | above and 
“Management’s Discussion and Analysis of Results of Operations and Financial Condition” in 
the Financial Supplement. 


Abner Class Action. Grace has been named in a putative class action suit filed in 
September 2000 in California Superior Court for the County of San Francisco alleging that the 
1996 reorganization involving a predecessor of Grace and Fresenius A.G. and the 1998 
reorganization involving a predecessor of Grace and Sealed Air Corporation were fraudulent 
transfers (Abner, et al., v. W. R. Grace & Co., et al.). The suit is alleged to have been brought on 
behalf of all individuals who presently have lawsuits on file that are pursuing personal injury or 
wrongful death claims against any of the defendants. The other defendants in the suit have all 
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asserted claims against Grace for indemnification. The amended complaint also names “Does I - 
100” as defendants and alleges that those unidentified individuals are responsible “in some 
manner” for the wrongs alleged. While this lawsuit has been stayed as to Grace as a result of 
Grace’s Chapter |1 filing, Grace believes that the suit is without merit. 


Tax Claims. In 1988 and 1990, Grace acquired whole life insurance policies (“COLI”) 
on the lives of certain of its employees as part of a strategy to fund the cost of post-retirement 
employee health care benefits and other long-term liabilities. COLI premiums have been funded 
in part by loans issued against the cash surrender value of the COLI policies. The Internal 
Revenue Service (“IRS”) is challenging the deductions for interest on such loans claimed by 
Grace and similarly situated companies. In 2000 Grace paid approximately $21.2 million of tax 
and interest related to COLI deductions taken in 1990 through 1992. Grace is currently under 
audit for the 1993-96 tax years. During those years Grace deducted approximately $122.1 
million in interest attributable to the COLI policies. In 1996 legislation was enacted that phased 
out the tax benefits for COLI-related interest deductions over a three-year period ending in 1998. 
During those years, Grace deducted approximately $41.1 million in COLI-related interest. Grace 
is contesting the IRS’s position on the grounds that Grace had and continues to have a valid 
business purpose for acquiring the COLI policies, that the COLI policies have economic 
substance and that the interest deductions claimed were in compliance with tax laws in effect at 
the time. 


The IRS also has assessed additional federal income tax withholding and Federal 
Insurance Contributions Act taxes plus interest and related penalties for calendar years 1993 
through 1995 related to a subsidiary of Grace that formerly held a majority interest in Cross 
Country Staffing. The assessments were made in connection with a meal and incidental expense 
per diem plan for traveling healthcare personnel, which was in effect through 1999. The IRS 
contends that certain per diem meals and incidental expenses and lodging benefits provided to 
traveling healthcare personnel to defray the expenses they incurred while traveling on business 
should have been treated as wages subject to employment taxes. Grace contends that its per 
diem and expense allowance plans were in accordance with statutory and regulatory 
requirements, as well as other published guidance from the IRS, for per diem and expense 
allowance plans. The matter is currently pending in the U.S. Court of Claims. 


For further information, see Note 15 to the Consolidated Financial Statements and 
“Management’s Discussion and Analysis of Results of Operations under Financial Condition” in 
the Financial Supplement to this Report. 


Item 4. Submission of Matters to a Vote of Security Holders 


This Item is inapplicable, as no matters were submitted to a vote of the Company’s 
security holders during the fourth quarter of 2000. 


PART II 
Item 5. Market for Registrant’s Common Equity and Related Shareholder Matters. 


Except as provided below, the information called for by this Item appears in the Financial 
Supplement under the heading “Financial Summary” opposite the caption “Other Statistics — 
Common shareholders of record” (page F-32); under the heading “Quarterly Summary and 
Statistical Information — Unaudited” opposite the caption “Market price of common stock” (page 
F-31); and in Note 16 to the Consolidated Financial Statements (page F-25). 


On March 31, 1998, the Company paid a dividend, in respect of each share of the 
Company’s Common Stock, par value $.01 per share (“Common Stock”), of one Preferred Stock 
Purchase Right (“Right”). The Rights are not and will not become exercisable unless and until 
certain events occur (as described below). Until such events occur, the Rights will automatically 
trade with the Common Stock, and separate certificates for the Rights will not be distributed. 
The Rights will become exercisable on the earlier to occur of (a) 10 days after a person or group 
(“Acquiring Person”) has acquired beneficial ownership of 20% or more of the then outstanding 
shares of Common Stock or (b) 10 business days (or such later date as may be fixed by the 
Company’s Board of Directors) after an Acquiring Person commences (or announces the 
intention to commence) a tender offer or exchange offer that would result in such Acquiring 
Person becoming the beneficial owner or 20% or more of the then outstanding shares of 
Common Stock. Holders of Rights, as such, have no rights as shareholders of the Company; 
consequently, such holders have no rights to vote or receive dividends, among other things. 


When the Rights become exercisable, each Right will initially entitle the holder to buy 
from the Company one hundredth of a share of the Company’s Junior Participating Preferred 
Stock, par value $.01 per share (“Junior Preferred Stock”), for $100, subject to adjustment 
(“exercise price”). Ifa person or group becomes an Acquiring Person, each Right will entitle the 
holder to receive upon exercise, in lieu of shares of Junior Preferred Stock, that number of shares 
of Common Stock having a market value of two times the exercise price of the Right. If, at any 
time after a person or group becomes an Acquiring Person, the Company is acquired in a merger 
or other business combination of 50% or more of the Company’s consolidated assets or earning 
power is sold, each Right not owned by an Acquiring Person will entitle the holder to buy a 
number of shares of common stock of the acquiring company having a market value equal to 
twice the exercise price. 


Shares of Junior Preferred Stock that may be purchased upon exercise of the Rights will 
not be redeemable. Each share of Junior Preferred Stock will be entitled to a minimum 
preferential quarterly dividend payment of $1.00 per share but will be entitled to an aggregate 
dividend equal to 100 times the dividend declared per share of Common Stock whenever such 
dividend is declared. In the event of liquidation, holders of Junior Preferred Stock will be 
entitled to a minimum preferential liquidation payment of $100 per share but will be entitled to 
an aggregate payment equal to 100 times the payment made per share of Common Stock. Each 
share of Junior Preferred Stock will have 100 votes, voting together with the Common Stock. 
Finally, in the event of any merger, consolidation or other transaction in which the Common 
Stock is exchanged, each share of Junior Preferred Stock will be entitled to receive an amount 
equal to 100 times the amount received per share of Common Stock. These rights are protected 
by customary antidilution provisions. 
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Because of the nature of the dividend, liquidation and voting rights of the Junior 
Preferred Stock, the value of the one-hundredth interest in a share of Junior Preferred Stock that 
may be purchased upon exercise of each Right should approximate the value of one share of 
Common Stock. 


At any time after any person or group becomes and Acquiring Person, and prior to the 
acquisition by such Acquiring Person of 50% or more of the outstanding shares of Common 
Stock, the Company’s Board of Directors may exchange the Rights (other than Rights owned by 
such person or group, which will become void after such person becomes an Acquiring Person) 
for Common Stock or Junior Preferred Stock, in whole or in part, at an exchange ratio of one 
share of Common Stock, or one hundredth of a share of Junior Preferred Stock (or of a share of 
another series of the Company’s Preferred Stock having equivalent rights, preferences and 
privileges), per Right (subject to adjustment). 


At any time prior to the acquisition by a person or group of beneficial ownership of 20% 
or more of the outstanding shares of Common Stock, the Company’s Board of Directors may 
redeem the Rights in whole, but not in part, at a price of $.01 per Right. 


The terms of the Rights may be amended by the Company’s Board of Directors without 
the consent of the holders of the Rights, including an amendment to lower (a) the threshold at 
which a person becomes an Acquiring Person and (b) the percentage of Common Stock proposed 
to be acquired in a tender or exchange offer that would cause the Rights to become exercisable, 
to not less than the greater of (a) the sum of .001% plus the largest percentage of the Company’s 
outstanding Common Stock then known to the Company to be beneficially owned by any person 
or group and (b) 10%, except that, from and after such time as any person or group becomes an 
Acquiring Person, no such amendment may adversely affect the interests of the holders of the 
Rights. 


The Rights are currently scheduled to expire on March 31, 2008 (subject to extension or 
the earlier redemption or exchange of the Rights). 


The foregoing summary of the Rights does not purport to be complete and is qualified in 
its entirety by reference to the Rights Agreement, which was filed as an Exhibit 4.1 to the 
Company’s Form 8-K filed on April 9, 1998. 


Item 6. Selected Financial Data 


The information called for by this Item appears under the heading “Financial Summary” 
(page F-32 of the Financial Supplement) and in Notes 1, 2, 3, 4, 10, 13 and 15 to the 
Consolidated Financial Statements (pages F-10, F-11, F-12, F-13. F-14, F-15, F-16, F-17, F-20, 
F-21, F-22, F-23 and F-24 of the Financial Supplement), which is incorporated herein by 
reference. In addition, Exhibit 12 to this Report (page F-47 of the Financial Supplement) 
contains the ratio of earnings to fixed charges and combined fixed charges and preferred stock 
dividends for Grace for the years 1996-2000. 


Management’s Discussion and Analysis of Results of Operations and 
Financial Condition 


The information called for by this Item appears on pages F-33 to F-45 of the Financial 
Supplement, which is incorporated herein by reference. 


Item 7A. Quantitative and Qualitative Disclosures About Market Risk 


The information called for by this Item appears in Notes 12 and 13 to the Consolidated 
Financial Statements (pages F-21 and F-22 of the Financial Supplement), which is incorporated 
herein by reference. 


Item 8. Financial Statements and Supplementary Data 


See the Index to Consolidated Financial Statements and Financial Statement Schedule 
and Exhibit on page F-2 of the Financial Supplement, which is incorporated herein by reference. 


Item 9. Changes in and Disagreements with Accountants on Accounting and 
Financial Disclosure 


This Item is inapplicable, as no such changes or disagreements have occurred. 
PART III 
Item 10. Directors and Executive Officers of the Registrant 
The Company’s current directors and executive officers are listed below. The 
Company’s Certificate of Incorporation provides for the division of the Board of Directors into 
three classes, each to serve for a three-year term or until their respective successors are elected. 
Executive officers are elected to serve until the following annual meeting of the Company’s 
Board of Directors or until their respective successors are elected. 
Name and Age Office First Elected 
John F. Akers (66) Class II Director — Term expiring in 2003 05/09/97 
Ronald C. Cambre (62) Class III Director — Term expiring in 2001 09/01/98 
Marye Anne Fox (53) Class | Director — Term expiring in 2002 05/10/96 
John J. Murphy (69) Class I] Director — Term expiring in 2003 05/09/97 
Paul J. Norris (53) Class III Director (Chairman) — Term 
expiring in 2001, 01/01/99 
President and Chief 11/01/98 


Executive Officer 


Thomas A. Vanderslice (69) Class I Director — Term expiring in 2002 05/10/96 
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Robert J. Bettacchi (58) Senior Vice President 04/01/97 


William M. Corcoran (51) Vice President 05/11/99 
W. Brian McGowan (51) Senior Vice President 12/06/90* 
David B. Siegel (52) Senior Vice President and 09/01/98* 


General Counsel 


Robert M. Tarola (50) Senior Vice President and 05/11/99 
Chief Financial Officer 


* Designated an Executive Officer on July 9, 1998 


In view of the Chapter 11 filing, the directors are expected to continue to serve beyond 
the expiration of their respective terms. 


Mr. Akers served as Chairman of the Board and Chief Executive Officer of International 
Business Machines Corporation from 1985 until his retirement in 1993. He is a director of 
Hallmark Cards, Inc., Lehman Brothers Holdings, Inc., The New York Times Company, 
PepsiCo, Inc. and Springs Industries, Inc. 


Mr. Cambre is Chairman of the Board of Newmont Mining Corporation. He joined 
Newmont as Vice Chairman and CEO in 1993 and has served as Chairman since 1995. He is 
also a director of Cleveland-Cliffs Inc. and McDermott International, Inc. 


Dr. Fox is Chancellor of North Carolina State University and Professor of Chemistry at 
that institution. Previously she was Vice President for Research and the Waggoner Regents 
Chair in Chemistry of the University of Texas, positions she held from 1994 and 1992, 
respectively, until 1998. 


Mr. Murphy served as Chairman of the Board of Dresser Industries, Inc., a supplier of 
products and technical services to the energy industry, until 1996. From 1997 to 2000, he was a 
Managing Director of SMG Management L.L.C., a privately owned investment group. Mr. 
Murphy is a director of CARBO Ceramics, Inc., Kerr-McGee Corporation, PepsiCo, Inc. and 
Shaw Industries Ltd. 


Mr. Norris was Senior Vice President of AlliedSignal Incorporated and President of its 
specialty chemicals business from January 1997 until joining Grace. Mr. Norris joined 
AlliedSignal in 1989 as President of its fluorine products/chemicals and catalysts businesses. 


Mr. Vanderslice served as Chairman and Chief Executive Officer of M/A-COM, Inc., a 
designer and manufacturer of radio frequency and microwave components, devices and 
subsystems for commercial and defense applications, from 1989 until his retirement in 1995. He 
is a director of Texaco Inc. 


Messrs. Bettacchi, McGowan and Siegel have been actively engaged in Grace’s business 
for the past five years. 
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Mr. Corcoran previously served as Vice President of Business and Regulatory Affairs for 
AlliedSignal Incorporated’s specialty chemicals business from 1997. For nine years prior to that, 
he served as Vice President of Public Affairs in AlliedSignal’s engineered materials sector. 


Mr. Tarola joined Grace from MedStar Health, Inc., where he had served as Senior Vice 
President and Chief Financial Officer from July 1998. He previously served in a similar capacity 
with Helix Health, Inc. for two years. From 1974 through 1996, Mr. Tarola was an employee of 
and partner of Price Waterhouse LLP. 


Item 11. Executive Compensation 


Summary Compensation Table. The following Summary Compensation Table contains 
information concerning the compensation of (a) Paul J. Norris, Chief Executive Officer; and 
(b) the other four most highly compensated executive officers of Grace who were serving as 
such at year-end 2000. Certain information has been omitted from the Summary 
Compensation Table because it is not applicable or because it is not required under the rules of 
the Securities and Exchange Commission ("SEC"). 


Annual Compensation Long-Term Compensation 
Awards Payouts 
No. of Shares 
Other Restricted Underlying 
Name and Principal Annual Stock Options LTIP All Other 
Position Year Salary Bonus Compensation Award” Granted Payouts Compensation? 

P_ J. Norris 2000 $812.500 $526.800 -- 315,000 N/A $90.766 
Chairman, President and 1999 737.500 942.500 $272.486° oa 290,000 N/A 33.353 
Chief Executive Officer” 1998 120,833 250,000 $2.966.486 439.026 N/A 3.819 
R. J. Bettacchi 2000 332.344 125,000 _ 85.000 $102.670 42.171 
Senior Vice President 1999 297,500 300,000 _ oad 45.508 41,733 
1998 242.500 170,000 -- 130.000 1,905,438 37.358 

W. M. Corcoran 2000 256.667 100.000 - 40.000, N/A 7157 
Vice President ‘® 1999 145,833 125,000 178.750 32.500 N/A 306 

1998 

D. B. Sicgel 2000 306,667 125.000 _ 60.000 75.832 22,205 
Senior Vice President and 1999 275.000 225,000 — _ 35.822 16.561 
General Counsel 1998 240,000 108.000 202.000 130,000 1.491.352 16.737 
R.M. Tarola 2000 359,000 155.000 --- 75.000 N/A 12.322 
Senior Vice President and 1999 224.130 155,000 --- 100.000 N/A 621 


Chief Financial Officer™ 1998 
(Footnotes appear on following page) 
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(a) 


(b) 


(c) 


(d) 


(e) 
(f) 


(g) 


(h) 


At December 31, 2000, the dollar value of the 170,733 shares of restricted stock issued to Mr. Norris was 
$544,211. The restrictions expire in one-third increments on Nov ember |, 1999, November 1, 2000 and 
November 1, 2001. At December 31, 2000, the dollar value of the 10,000 shares of restricted stock 
issued to Mr. Corcoran was $31,875. The restrictions on shares held by Mr. Corcoran expire on May 31 
2002. At December 31, 2000, the dollar value of the 10,100 shares of restricted stock issued to Mr. 
Siegel was $32,194. The restrictions on shares held by Mr. Siegel expired on April 2, 2001. Restrictions 
on all shares will expire earlier under certain circumstances. such as a change of control. See 
“Employment Agreements.” 


The share amounts in this column for Messrs. Bettacchi and Siegel reflect adjustments made to give effect 
to the March 1998 separation of Grace’s packaging business and the merger of such business with Sealed 
Air Corporation (the "Packaging Transaction"), 


The amounts in this column represent payments under the Long-Term Incentive Plan (“LTIP”) made in 
each year, as follows: 2000 — amounts paid for the 1997-1999 Performance Period: 1999 — amounts paid 
for the 1996-1998 Performance Period (to the extent not previously paid in 1998): and 1998 — amounts paid 
for the 1995-1997, 1996-1998 and 1997-1999 Performance Periods following termination of the LTIP in 
connection with the Packaging Transaction See “LTIP” below for additional information 


The amounts in this column for 2000 consist of the following: 


(i) above-market interest earned on deferred compensation, as follows: Mr. Norris -- $864: Mr 
Bettacchi -- $16,949; Mr. Corcoran -- $1,587: and Mr. Tarola -- $5,875; 


(ii) _ the actuarially determined value of Company-paid premiums on "“split-dollar" life insurance, as 
follows: Mr. Norris -- $32,904; Mr. Bettacchi -- $4.415: and Mr Siegel -- $4,516; 


(iii) payments made to persons whose personal and/or Company contributions to Grace’s Salaried 
Employees Savings and Investment Plan ("Savings Plan") would be subject to limitations under 
federal income tax law, as follows: Mr. Norris -- $50,736; Mr. Bettacchi -- $15,130; and Mr Siegel - 
- $12,012. 


(iv) Company contributions to the Savings Plan , as follows: Mr. Norris -- $5,100; Mr. Bettacchi -- 
$5,100; Mr. Corcoran -- $5,142; Mr Siegel -- $5,100; and Mr. Tarola -- $5,870: and 


(v) _ the value of Company-provided personal liability insurance, as follows: Mr. Norris -- $1,162: Mr 
Bettacchi -- $577; Mr. Corcoran -- $428: Mr Siegel -- $577; and Mr. Tarola -- $577 


This amount includes $238,996 of payments made to Mr. Norris under Grace’s relocation program. 


Mr. Norris was elected President and Chief Executive Officer Nov ember |, 1998 and became Chairman on 
January |, 1999 


Mr. Corcoran was elected Vice President on May 11, 1999. 


Mr. Tarola was elected Senior Vice President and Chief Financial Officer on May 11, 1999 
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Stock Options. The following table contains information concerning stock options 
granted in 2000, including the potential realizable value of each grant assuming that the market 
value of the Common Stock were to appreciate from the date of grant to the expiration of the 
option at annualized rates of (a) 5% and (b) 10%, in each case compounded annually over the 
term of the option. For example, the options granted to Mr. Norris in 2000 would produce a 
pretax gain of $6,745,848 shown in the table if the market price of the Common Stock rises at an 
annual rate of 10% to $34.88 per share by the time the options are exercised; based on the 
number and market price of the shares outstanding at year-end 2000, such an increase in the 
price of the Common Stock would produce a corresponding aggregate pretax gain of 
approximately $312 million for the Company’s shareholders. The assumed rates of appreciation 
shown in the table have been specified by the SEC for illustrative purposes only and are not 
intended to predict future stock prices, which will depend upon various factors, including market 
conditions and future performance and prospects. In view of recent developments, Grace 
believes it is unlikely that its Common Stock will achieve the indicated levels of appreciation in 
the foreseeable future, if at all (see “Chapter 11 Filing” in Item 1). 


Options become exercisable at the time or times determined by the Compensation 
Committee of the Board of Directors; the options shown below become exercisable in three 
approximately equal annual installments beginning one year after the date of grant or upon the 
earlier occurrence of a "change in control" (see "Employment Agreements" and "Severance 
Agreements"). All of the options shown below have purchase prices equal to the fair market 
value of the Common Stock at the date of grant. 


Potential Realizable Value at 
Assumed Annual Rates of Stock Price 

2000 Grants Appreciation for Option Term 

% of Total Options 
No. of Shares Granted to Purchase 
Name Underlying Employees in Price Expiration 
Options Granted 2000 ($/Share) Date 5% 10% 

P.J Norris. 315,000 $13.4688 S/I/O $2,672,883 $6,745,848 


RJ, Bettacchi 85,000 $13.4688 SAO 721.254 1.820.308 
W M Corcoran 40,000 $13.4688 S//L0 339.414 856.616 
D B Siegel 60,000 $13.4688 S/O 509.121 1.284.923 
R. M. Tarola 75,000 3 $13. 4688 SAO 636.401 1.606.154 
All Shareholders - - - - $123,640.458 $312,044.967 
Named Executive Officers® 

Percentage of Realizable 


Value Gained by All 
Shareholders - - - = 4% 


The following table contains information concerning stock options exercised in 2000, 
including the "value realized" upon exercise (the difference between the total purchase price of 
the options exercised and the market value, at the date of exercise, of the shares acquired), and 
the value of unexercised "in-the-money" options held at December 31, 2000 (the difference 


between the aggregate purchase price of all such options held and the market value of the shares 
covered by such options at December 31, 2000). 


Option Exercises in 2000 and Option Values at 12/31/00 MY 


No. of Shares No. of Shares Underlying Value of Unexercised In-the-Money 
Acquired on Unexercised Options at 12/31/00 Options at 12/31/00 

Name Exercise Value Realized Exercisable/Unexercisable Exercisable/Unexercisable 

P. J. Norris 0 $0 389.350 / 654.676 $0/ $0 

R. J. Bettaechi 0 0 668,399 / 128.334 O/ 0 

W_M. Corcoran 0 0 10.833 / 61.667 0/ 0 

D. B. Siegel 0 0 254.861 / 103.334 O/ 0) 

R. M. Tarola 0 0 33.333 / 141.667 O/ 0 


() ‘The number of shares covered by each option and the purchase price of each option reflect, where applicable, 


adjustments made in connection with the Packaging Transaction in the cases of Messrs. Bettacchi and Siegel. 


Long-Term Incentive Program (LTIP). In connection with the Packaging Transaction, 
the Compensation Committee determined to make the following changes in the LTIP: (a) 
Performance Units granted for the 1996-1998 and 1997-1999 Performance Periods vested on a 
prorata basis on March 31, 1998, the completion date of the Packaging Transaction; (b) the 
amounts earned under those Units were calculated based on results achieved through March 31, 
1998; (c) 75% of the estimated value of such vested portions was paid in cash prior to 
completion of the Packaging Transaction; (d) the balance of such vested portions was paid in 
cash following completion of the Packaging Transaction; and (e) the value of the unvested 
portions, based on targeted Performance Units and on the final average price of the Common 
Stock immediately prior to completion of the Packaging Transaction, was paid in cash following 
the end of the respective Performance Periods (subject to continued service). 


The Board has approved a new LTIP for key employees for 2001, and it is anticipated 
that awards will be made to key employees under the new LTIP for each subsequent calendar 
year as well. The new LTIP is generally designed to provide key employees with long-term 
incentives having a value at the 60" percentile of long-term incentives offered by specialty 
chemical companies of comparable size to Grace. For each key employee, the targeted value of 
the new LTIP award for each year will be split so that 50% of the value of the award will be 
provided in the form of a stock option grant, and 50% will be in the form of cash compensation, 
payable if the Company achieves certain pretax earnings targets over a three calendar year 
period. Depending on the pretax earnings performance of the Company during the applicable 
three-year period, the employee may be paid a total amount ranging from zero to two times the 
targeted cash compensation applicable to the employee. 


If a key employee becomes entitled to any cash compensation for any award year under 
the new LTIP, then such compensation will generally be paid in two installments; one after the 
end of the second calendar year following the applicable award year (which will be a partial 
payment based on performance for the first two years of the applicable three-year period), and 
the other installment will be paid to the employee after the end of the third calendar year 


23 


following the applicable award year (which will consider performance for the complete three- 
year period and will be offset by the amount of the prior installment). Generally, under the new 
LTIP, a key employee will forfeit his or her rights to receive an installment of cash compensation 
if, prior to the payment of the installment, the employee either voluntarily resigns from the 
Company or is terminated by the Company for cause. 


Pension Arrangements. Salaried employees of designated units who are 21 or older and 
who have one or more years of service are eligible to participate in the Retirement Plan for 
Salaried Employees. Under this basic retirement plan, pension benefits are based upon (a) the 
employee's average annual compensation for the 60 consecutive months in which his or her 
compensation is highest during the last 180 months of continuous participation and (b) the 
number of years of the employee's credited service. For purposes of this basic retirement plan, 
compensation generally includes nondeferred base salary and nondeferred annual incentive 
compensation (bonus) awards; however, for 2000, federal income tax law limited to $170,000 
the annual compensation on which benefits under this plan may be based. 


Grace also has a Supplemental Executive Retirement Plan under which a covered 
employee will receive the full pension to which he or she would be entitled in the absence of the 
above and other limitations imposed under federal income tax law. In addition, this 
supplemental plan recognizes deferred base salary, deferred annual incentive compensation 
awards and, in some cases, periods of employment during which an employee was ineligible to 
participate in the basic retirement plan. (Commencing in 2001, Grace’s deferred compensation 
plan no longer permits deferrals of base salary or incentive compensation.) An employee will 
generally be eligible to participate in the supplemental plan if he or she has an annual base salary 
of at least $75,000 and is earning credited service under the basic retirement plan. 


The following table shows the annual pensions payable under the basic and supplemental 
plans for different levels of compensation and years of credited service. The amounts shown 
have been computed on the assumption that the employee retired at age 65 on January 1, 2000, 
with benefits payable on a straight life annuity basis. Such amounts are subject to (but do not 
reflect) an offset of 1.25% of an estimate of the employee's primary Social Security benefit at 
retirement age for each year of credited service under the basic and supplemental plans. 
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Highest Average Years of Credited Service 
Annual 10 Years 15 Years 20 Years 25 Years 30) Years 35 Years 
Compensation 


$100,000 $15.000 $22,500 $30,000 $37,500 $45.000 $52,500 
200.000 30.000, 45.000 60,000 75.000 90,000 105,000 
300.000 45.000 67,500 90.000 112,500 135.000 157.500 


400,000 60,000 90.000 120,000 150.000 180,000 210,000 
500.000 75,000 112,500 150.000 187,500 225,000 262.500 
600.000 90.000 135.000 180.000 225.000 270.000 315.000 
700.000 105.000 157.500 210.000 262.500 315,000 367.500 
800,000 120.000 180.000 240.000 300.000 360.000 420.000 
900.000 135,000 202.500 270.000 337.500 405,000 472,500 
1.000.000. 150.000 225.000 300.000 375.000 450.000 525.000 
1.100.000. 165,000 247.500 330.000 412,500 495,000 577.500 
1.200.000. 180,000 270,000 360,000 450,000 540.000 630,000 
1.300.000 195.000 292.500 390,000 487.500 585.000 682,500 
1.400.000 210,000 315.000 420,000 525,000 630,000 735.000 
1,500,000 225.000 337.500 450,000 562,500 675.000 787.500 
1,600,000. 240.000 360.000 480.000 600,000 720.000 840,000 
1,700,000 255.000 382.500 510,000 637,500 765,000 892.500 
1.800.000 270.000 405,000 540.000, 675,000 $10,000 945,000 
1.900,000 285.000 427.500 570,000 712,500 $55,000 997,500 
2,000,000 300,000 450,000 600,000 750.000 900,000 1,050,000 
2,100,000. 315,000 472.500 630,000 787.500 945,000 1,102,500 
2,200,000 330,000 495,000 660,000 $25,000 990.000 1,155,000 


At December 31, 2000, Messrs. Norris, Bettacchi, Corcoran, Siegel and Tarola had 8.83, 
29, 1.56, 23.75 and 1.56 years of credited service, respectively, under the basic and supplemental 
retirement plans. (Mr. Norris’ years of credited service include his eligible service with Grace 
from 1975 to 1981.) For purposes of those plans, the 2000 compensation of such executive 
officers was as follows: Mr. Norris -- $1,755,000; Mr. Bettacchi -- $632,344; Mr. Corcoran -- 
$381,667; Mr. Siegel -- $531,667; and Mr. Tarola -- $514,000. Messrs. Corcoran and Tarola are 
entitled to additional pension benefits under their employment agreements, and Mr. Norris is 
eligible for additional pension benefits under his employment agreement if his employment 
continues beyond October 31, 2001, or if he is terminated without cause (see “Employment 
Agreements”). 


Employment Agreements. Effective January 1, 2001, Mr. Norris and Grace entered into 
anew employment agreement, which supercedes the letter agreement between Mr. Norris and 
Grace dated October 26, 1998. This agreement expires December 31, 2002, subject to renewal 
provisions. Under the agreement, Mr. Norris’ annual base salary will not be less than $875,000. 
He will continue to participate in Grace’s annual incentive compensation program, under which 
his targeted award will be at least 75% of his annual base salary. 


Under Mr. Norris’ prior letter agreement, he received a restricted stock award on 
November 1, 1998 covering 170,733 shares of Grace Common Stock. The restrictions on the 
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final installment of Mr. Norris’ restricted stock award (covering 56.911 shares of Grace 
Common Stock) will lapse on November 1, 2001. Under his employment agreement, Mr. Norris 
may choose to receive the award in the form of unrestricted shares or may convert the award to 
cash in the amount of $10.25 for each unrestricted share comprising such final installment. 


Also under the prior agreement, Mr. Norris received upon his commencement of 
employment on November |, 1998 a non-statutory stock option grant covering 439,026 shares of 
Common Stock pursuant to Grace’s 1998 Stock Incentive Plan. His employment agreement 
provides that Grace will make a stock appreciation payment to Mr. Norris, at the time he elects 
to exercise any vested options under that stock option grant or at the time he elects to cancel such 
options, provided that the price of a share of Common Stock is above $10.25 at the time. The 
payment will be equal to the number of shares exercised (or cancelled), multiplied by the 
difference between (a) the purchase price per share ($16.75), or the price of a share of Common 
Stock on the date of such exercise if less than the purchase price per share, and (b) $10.25. 


Under his employment agreement, Mr. Norris received (in January 2001) an $875,000 
retention bonus for services through December 31, 2001, and if he remains employed with Grace 
(or is terminated without cause or on the basis of constructive discharge, death or disability), he 
will receive retention bonuses of $500,000 each on December 31, 2001 and 2002. The first two 
payments are subject to prorata repayment if Mr. Norris’ terminates his employment other than 
on the basis of constructive discharge, death or disability. 


Under the employment agreement, if Mr. Norris’ employment is terminated by Grace 
without cause or by Mr. Norris on the basis of constructive discharge at any time, then he will be 
entitled to receive a severance payment equal to two times the dollar amount that equals 175% of 
his annual base salary at the time of such termination. Such payment will be made in a lump 
sum immediately after Mr. Norris’ date of termination. 


Mr. Norris’ employment agreement also continues the same retirement benefits 
provisions as under his prior agreement, which are described in this paragraph: If Mr. Norris is 
not terminated for cause, and he does not terminate his employment (other than on the basis of 
constructive discharge, disability or death), prior to November 1, 2001, the agreement provides 
that, in determining the benefits payable to Mr. Norris under Grace’s basic and supplemental 
retirement plans, his years of service with Grace and his prior employer will be recognized as if 
those years were continuous service with Grace, with an offset for any retirement benefits 
payable from his prior employers’ retirement plans. In addition, the “final average 
compensation” used to determine his retirement benefits payable under Grace’s basic and 
supplemental retirement plans will only consider compensation earned by Mr. Norris from and 
after the commencement of his current term of employment with Grace on November 1, 1998. 


Also, the employment agreement provides that, if Mr. Norris does not receive 
supplemental retirement benefits under any Grace plan, then such supplemental benefit will 
become payable to Mr. Norris under his employment agreement. In addition, in the event of 
Mr. Norris’ termination on or after November 1, 2001 (or if he terminates his employment with 
Grace at any time based on constructive discharge), Grace will immediately pay Mr. Norris a 
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lump sum cash payment equal in value to all supplemental retirement benefits payable to 
Mr. Norris under his employment agreement or any plan or program of Grace. 


The agreement further provides that, upon Mr. Norris’ termination of employment 
(unless Mr. Norris terminates his employment prior to October 31, 2001 other than on the basis 
of constructive discharge, disability or death), Grace will provide Mr. Norris with relocation 
assistance to any location within the continental United States selected by Mr. Norris, including 
certain cash payments and relocation assistance, including compensation for any loss incurred on 
the sale of his Maryland home. 


The agreement also provides for Mr. Norris’ participation in other benefits and 
compensation programs, including benefits and programs generally available to other senior 
executives of Grace. The foregoing description of Mr. Norris’ employment agreement does not 
purport to be complete and is qualified in its entirety by reference to such agreement, which is 
filed as Exhibit 10.20 to this Report. 


Mr. Corcoran has an employment agreement with Grace that terminates May 31, 2002, 
subject to extension. Under the agreement, Mr. Corcoran’s initial base salary is $250,000, 
subject to annual review and approval of the Compensation Committee. In addition, Mr. 
Corcoran is eligible to participate in Grace’s annual incentive compensation program, with a 
target award no less than to 37% of his annual base salary (except that his incentive award for 
1999 was set at an amount between $92,000 and $182,000). Under the agreement, Mr. Corcoran 
also received a stock option grant covering 32,500 shares of Common Stock, and a grant of 
10,000 shares of restricted Common Stock. 


In the event that Mr. Corcoran is terminated by Grace without cause on or before May 31, 
2002, he will generally be entitled to a severance payment equal to two times the amount that is 
137% of his annual base salary at the time of his termination. If he is terminated by Grace 
without cause after that date, Mr. Corcoran will generally be entitled to a severance payment 
equal to one times such amount. (However, along with other executive officers and certain key 
employees of Grace, Mr. Corcoran has entered into a retention agreement with Grace, described 
below, under which, in certain circumstances, he may be entitled to enhanced severance pay in 
lieu of, but not in addition to, the severance pay provided under his employment agreement.) 


If Mr. Corcoran’s employment does not cease prior to May 22, 2002 (or he is terminated 
without cause prior to that date), the benefits payable to Mr. Corcoran under Grace’s basic and 
supplemental retirement plans will be determined by adding additional years of credited service 
under those plans. Generally, for each year of credited service under those plans that he actually 
earns during his period of employment with Grace, he will receive credit for an additional one- 
half year of credited service under those plans (up to a maximum of 5 additional years of 
credited service), except that in no event will he receive less than 5 years of credited service, 
regardless of the date his employment with Grace actually terminates. The foregoing description 
of Mr. Corcoran’s employment agreement does not purport to be complete and is qualified in its 
entirety by reference to such agreement, which is filed as Exhibit 10.24 to this Report. 
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On January 30, 2001, Mr. Siegel entered into a new agreement with Grace that specifies 
certain terms and conditions of his employment (the “2001 Agreement”). Under the 2001 
Agreement, which supercedes his prior agreement, Mr. Siegel received a retention payment and 
became covered by an enhanced severance arrangement, each of which is described below. In 
exchange, Mr. Siegel agreed that he would have no right to severance pay under the Grace 1999 
Productivity and Effectiveness Program (the “PEP Program”) and that he would give Grace at 
least 90 days’ prior notice if he voluntarily resigned or retired on or prior to December 31, 2002. 


Under the 2001 Agreement, Mr. Siegel received a retention payment in the amount of 
$600,000. Mr. Siegel is required to repay a prorata portion of one-half of the retention payment 
if he voluntarily terminates his employment with Grace (other than as a result of a constructive 
termination), or he is terminated for cause, prior to December 31, 2002. The 2001 Agreement 
also specifies that Mr. Siegel would be entitled to an enhanced severance payment equal to two 
times his annual base salary if he is involuntarily terminated without cause under circumstances 
which would qualify him for severance pay under Grace’s severance plan that generally covers 
salaried employees. 


The 2001 Agreement also provides that Mr. Siegel will relocate full time to Columbia, 
Maryland on or before January 1, 2003, unless he gives Grace 90 days’ notice of his election to 
resign prior to September 30, 2002. If Mr. Siegel relocates to Maryland, he will be entitled to the 
relocation benefits generally available to other Grace employees who relocated to Maryland 
during 1999 in conjunction with the relocation of Grace’s headquarters from Boca Raton, 
Florida. If Mr. Siegel elects to resign prior to September 30, 2002, then he will be eligible for all 
separation arrangements under the PEP Program (except severance pay under the PEP Program). 
Until Mr. Siegel relocates to Maryland or resigns, Grace has agreed to continue to provide him 
with a furnished apartment in Baltimore, a rental car while on business in Maryland and 
roundtrip coach airfare for travel between Boca Raton and Columbia. The foregoing description 
of the 2001 Agreement does not purport to be complete and is qualified in its entirety by 
reference to such agreement, which is filed as Exhibit 10.22 to this Report. 


Mr. Tarola has an employment agreement providing for his service as Senior Vice 
President and Chief Financial Officer of Grace through November 10, 2002, subject to extension 
by agreement between Mr. Tarola and Grace. Under this agreement, Mr. Tarola is entitled to an 
annual base salary of $350,000, and an annual incentive award (bonus) for each calendar year 
during his term of employment. That bonus will be targeted to be no less than 45% of his annual 
base salary (with a maximum bonus equal to double the targeted bonus for any calendar year); 
except that his incentive award for 1999 was set at an amount no less than $129,000. The 
agreement also provides that Mr. Tarola’s annual base salary and incentive award is generally 
subject to annual review and approval of the Compensation Committee. Under the agreement, 
Mr. Tarola received a stock option grant covering 100,000 shares of Common Stock. 


In the event that Mr. Tarola is terminated by Grace without cause on or before November 
10, 2002, he will generally be entitled to a severance payment equal to two times the amount that 
is 145% of his annual base salary at the time of his termination. If he is terminated by Grace 
without cause after that date, Mr. Tarola will generally be entitled to a severance payment equal 
to one times such amount. (However, along with other officers and certain key employees of 
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Grace, Mr. Tarola entered into a retention agreement with Grace, described below, under which, 
in certain circumstances, he may be entitled to enhanced severance pay in lieu of, but not in 
addition to, the severance pay provided under his employment agreement.) 


If Mr. Tarola’s employment does not cease prior to November 10, 2002 (or if he is 
terminated without cause prior to that date), the benefits payable to Mr. Tarola under Grace’s 
basic and supplemental retirement plans will be determined by adding additional years of 
credited service under those plans. Generally, for each year of credited service under those plans 
that he actually earns during his period of employment with Grace, he will receive credit for one 
additional year of credited service under those plans (up to a maximum of 10 additional years of 
credited service), except that in no event will he receive less than 5 years of credited service, 
regardless of the date his employment with Grace actually terminates. The foregoing description 
of Mr. Tarola’s employment agreement does not purport to be complete and is qualified in its 
entirety by reference to such agreement, which has been filed with the SEC as an exhibit to 
Grace’s Quarterly Report on Form 10-Q filed on August 13, 1999 for the quarter ended June 30, 
1999, 


Change-in-Control Severance Agreements. In addition to the severance described in the 
retention agreements below, Grace has severance agreements with all of its executive officers. 
These agreements generally provide that in the event of the involuntary termination of the 
individual's employment without cause (including constructive termination caused by a material 
reduction in his or her authority or responsibility or by certain other circumstances) following a 
"change in control" of Grace, he or she will generally receive a severance payment equal to three 
times the sum of his or her annual base salary plus target annual incentive compensation (bonus), 
subject to prorata reduction in the case of an officer who is within 36 months of normal 
retirement age (65). For purposes of the severance agreements, "change in control" means the 
acquisition of 20% or more of the Common Stock (but not if such acquisition is the result of the 
sale of Common Stock by Grace that has been approved by the Board), the failure of Board- 
nominated directors to constitute a majority of any class of the Board of Directors, the 
occurrence of a transaction in which the shareholders of Grace immediately preceding such 
transaction do not own more than 50% of the combined voting power of the corporation resulting 
from such transaction, or the liquidation or dissolution of Grace. This description of the 
severance agreements does not purport to be complete and is qualified in its entirety by reference 
to the form of such agreement, which was filed as an exhibit to the Registration Statement on 
Form 10 filed with the SEC by Grace (named Grace Specialty Chemicals, Inc. at the time of 
filing) on March 13, 1998. 


Retention Agreements. Effective January 1, 2001, Grace entered into retention 
agreements with each of the executive officers other than Messrs. Norris and Siegel, whose 
retention agreements are covered by their respective employment agreements. These agreements 
were approved by the Compensation Committee in recognition of the adverse effect that the 
market performance of the Common Stock has had and is expected to continue to have on 
Grace’s ability to attract and retain key employees. Under the terms of these agreements, each 
such executive officer received a payment in January 2001 equal to his annual base salary, 
subject to remaining employed with Grace for a two-year period. In the event of the voluntary 
termination of such officer’s employment (other than a constructive termination caused by a 
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Shares of Common Stock 


Beneficial Owner Beneficially Owned Percent 
R C. Cambre we haan ees ; 3,362 * 
W. M. Corcoran. be 8 dius aon en ae 10,000 
10,833 (QO) 
2.496 (T) 
IVA ARG AONG sae a into dagen, soso, ayer, 6 GE ate 3.455 " 
59.007. (O) 
2,834 (T) 
J. J. Murphy tioned tues gen. ae 1,139 * 
15,528  (O) 
5,509 (T) 
P J Norris ' ‘ Si 195,733 1.47% 
778,701 (O) 
2.089 (T) 
D.B. Siegel SG sida sedi aga a . ; 15,100 * 
254,321 (QO) 
40,656 (T) 
R.M. Tarola ........ py eer ; 15,000 ss 
33,000 (O) 
124 (T) 
T. A. Vanderslice . ‘ ‘ ; : 1,731 * 
69,876 (QO) 
9,060 (T) 
Directors and executive officers as a group. . . 268,275 3.96% 
2,297,238  (O) 
117,857 (T) 
a Indicates less than 1% 
(O) Shares covered by stock options exercisable on or within 60 days after January 31, 2001 
(T) Shares owned by trusts and other entities as to which the person has the power to direct voting and/or 
investment. 
(1) The ownership information set forth is based in its entirety on material contained in a Schedule 13G, dated 


February 2001 with respect to The Baupost Group, L.L.C and FMR Corp.; and December 2000 with 
respect to Peninsula Partners, L.P., filed with the SEC, which stated that the securities were not acquired 
for the purpose of changing or influencing the control of Grace 


(2) Shared voting power 


Ownership and Transactions Reports 


Under Section 16 of the Securities Exchange Act of 1934, the Company's directors, 
certain of its officers, and beneficial owners of more than 10% of the outstanding Common Stock 
are required to file reports with the SEC and the New York Stock Exchange concerning their 
ownership of and transactions in Common Stock; such persons are also required to furnish the 
Company with copies of such reports. Based solely upon the reports and related information 
furnished to the Company, the Company believes that all such filing requirements were complied 
with in a timely manner during and with respect to 2000. 


Item 13. Certain Relationships and Related Transactions 


Commercial Transactions. During 2000, no director, executive officer (or any member of 
any of their respective immediate families) or, to the Company's knowledge, any holder of more 
than 5% of the Common Stock, had a direct or indirect material interest in any transaction (or 
any proposed transaction) to which the Company was a party. 


Legal Proceedings: Indemnification. During 2000 there were no legal proceedings 
pending in which any current officers or directors of the Company were parties or had a material 
interest adverse to the Company. 


PART IV 
Item 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K 


Financial Statements and Schedules. See the Index to Consolidated Financial Statements 
and Financial Statement Schedule and Exhibit on page F-2 of the Financial Supplement. 


Reports on Form 8-K. The Company did not file any Reports on Form 8-K during the 
fourth quarter of 2000. 


Exhibits. The exhibits to this Report are listed below. Other than exhibits that are filed 
herewith, all exhibits listed below are incorporated by reference. Exhibits indicated by an 
asterisk (*) are the management contracts and compensatory plans, contracts or arrangements 
required to be filed as exhibits to this Report. 


For purposes of describing these exhibits, “Old Grace” means W. R. Grace & Co., a 
Delaware corporation (subsequently renamed Sealed Air Corporation), a predecessor to the 
Company, and “Grace New York” means W. R. Grace & Co., a New York corporation 
(subsequently renamed Fresenius Medical Care Holdings, Inc.), a predecessor to Old Grace. See 
Note | to the Consolidated Financial Statements in the Financial Supplement for a description of 
the reorganization involving Grace’s former Packaging Business. 


EXHIBIT 
NO. 
2.1 


3:1 


32 


41 


42 


4.3 


44 


4.5 


EXHIBIT 
Form of Distribution Agreement, by and 
among Old Grace, W. R. Grace & Co.-Conn. 
and Grace Specialty Chemicals, Inc. (now 
named W. R. Grace & Co.) 


Restated Certificate of Incorporation of 
W. R. Grace & Co. 


Amended and Restated By-laws of W. R 
Grace & Co. 


Rights Agreement dated as of March 31, 1998 
between W. R. Grace & Co. and The Chase 
Manhattan Bank, as Rights Agent 


Indenture dated as of September 29, 1992 
among W. R. Grace & Co.-Conn., Grace New 
York and Bankers Trust Company 


Supplemental Indenture dated as of 
September 24, 1996, among W. R. Grace & 
Co.-Conn., Grace New York, Old Grace and 
Bankers Trust Company, to Indenture dated 
as of September 29, 1992 


Indenture dated as of January 28, 1993 among 
W. R. Grace & Co.-Conn., Grace New York 
and The Bank of New York (successor to 
NationsBank of Georgia, N.A.) 


Supplemental Indenture dated as of 
September 24, 1996, among W. R. Grace & 
Co.-Conn., Grace New York, Old Grace, and 
The Bank of New York, to Indenture dated as 
of January 28, 1993 


WHERE LOCATED 
Annex B to the Joint Proxy 
Statement/Prospectus dated 
February 13, 1998 of Old Grace 
and Sealed Air Corporation 
included in Form S-4 (filed 
2/13/98) 


Exhibit 3.1 to Form 8-K (filed 
4/9/98) 


Exhibit 3.2 to Form 10-K (filed 
3/29/99) 


Exhibit 4.1 to Form 8-K (filed 
4/9/98) 


Exhibit 4(a) to Registration 
Statement No. 33-43566 on Form 
S-3 (filed 10/29/91) 


Exhibit 4.4 to Form 8-K of Old 
Grace (filed 10/10/96) 


Exhibit 4(a) to Registration 
Statement No 33-55392 on Form 
S-3 (filed 12/4/92) 


Exhibit 4.5 to Form 8-K of Old 
Grace (filed 10/10/96) 


Credit Agreement dated as of May 14, 1998, Exhibit 4.1 to Form 10-Q (filed 
among W. R. Grace & Co.-Conn., W. R. 8/14/98) 

Grace & Co., the several banks parties 

thereto; the co-agents signatories thereto; The 

Chase Manhattan Bank, as administrative 

agent for such banks; and Chase Securities 

Inc., as arranger 


364-Day Credit Agreement, dated as of May Exhibit 4.1 to Form 10-Q (filed 
5, 1999, among W. R. Grace & Co.-Conn.; 8/3/99) 

W. R. Grace & Co.; the several banks parties 

thereto; the co-agents signatories thereto; 

Bank of America National Trust and Savings 

Association, as documentation agent, The 

Chase Manhattan Bank, as administrative 

agent for such banks; and Chase Securities 

Inc., as book manager 


First Amendment to 364-Day Credit Exhibit 4 to Form 10-Q (filed 
Agreement dated as of May 5, 1999 among 8/15/00) 

W. R. Grace & Co.-Conn.; W. R. Grace & 

Co.: the several banks parties thereto; Bank of 

America National Trust and Savings 

Association, as document agent; The Chase 

Manhattan Bank, as administrative agent for 

such banks; and Chase Securities, Inc., as 

bank manager 


Form of Employee Benefits Allocation Exhibit 10.1 to Form 10 (filed 
Agreement, by and among Old Grace, W. R. 3/13/98) 

Grace & Co.-Conn. and Grace Specialty 

Chemicals, Inc. (now named W. R. Grace & 

Co.) 


Form of Tax Sharing Agreement, by and Exhibit 10.2 to Form 10 (filed 
among Old Grace, W. R. Grace & Co.-Conn. 3/13/98) 

and Grace Specialty Chemicals, Inc. (now 

named W. R. Grace & Co.) 


W. R. Grace & Co. 2000 Stock Incentive Exhibit 10 for Form 10-Q (filed 
Plan, as amended 8/15/00)* 


W. R. Grace & Co. 1998 Stock Incentive Plan 


W. R. Grace & Co. 1998 Stock Plan for 
Nonemployee Directors 


W. R. Grace & Co. 1996 Stock Incentive 
Plan, as amended 


W. R. Grace & Co. Supplemental Executive 
Retirement Plan, as amended 


W. R. Grace & Co. Executive Salary 
Protection Plan, as amended 


W. R. Grace & Co. 1981 Stock Incentive 
Plan, as amended 


W. R. Grace & Co. 1986 Stock Incentive 
Plan, as amended 


W. R. Grace & Co. 1989 Stock Incentive 
Plan, as amended 


W. R. Grace & Co. 1994 Stock Incentive 
Plan, as amended 


Information concerning W. R. Grace & Co. 
Incentive Compensation Program, Deferred 
Compensation Program and Long-Term 
Incentive Program 


Form of Long-Term Incentive Program 
Award 


Forms of Stock Option Agreements 


Annex C to the Information 
Statement of Grace Specialty 
Chemicals, Inc. (now named W. 
R. Grace & Co.) dated February 
13, 1998 including the Form 10 of 
Grace filed 3/13/98 (“Information 
Statement’’)* 


Annex D to Information 
Statement* 


Exhibit 10.4 to Form 10-Q (filed 
5/15/98)* 


Exhibit 10.03 to Form 10-K of 
Old Grace (filed 3/28/97)* 


Exhibit 10.04 to Form 10-K of 
Old Grace (filed 3/28/97)* 


Exhibit 10.3 to Form 8-K of Old 
Grace (filed 10/10/96)* 


Exhibit 10.4 to Form 8-K of Old 
Grace (filed 10/10/96)* 


Exhibit 10.5 to Form 8-K of Old 
Grace (filed 10/10/96)* 


Exhibit 10.6 to Form 8-K of Old 
Grace (filed 10/10/96)* 


Pages 7-12 and 26-36 of Proxy 
Statement of Old Grace (filed 
4/7/97)* 


Exhibit 10.13 to Registration 
Statement on Form S-1 of Old 
Grace (filed 8/2/96)* 


Exhibit 10.15 to Form 10-K (filed 
3/29/99)* 


Form of Stock Option Agreements 


Form of Stock Option Agreements 


Form of Executive Severance Agreement 
between W. R. Grace & Co. and officers 


Form of Restricted Share Award Agreements 
dated April 7, 1998 


Employment Agreement, dated January 1, 
2001, by and between W. R. Grace & Co. and 
Paul J. Norris 


Employment Agreement dated May 11, 1999 
between W. R. Grace & Co.-Conn. and 
Robert M. Tarola 


Letter Agreement dated January 30, 2001 
between Paul J. Norris, on behalf of W. R. 
Grace & Co., and David B. Siegel 


Form of Long-Term Incentive Program 
Award 


Letter Agreement dated May 7, 1999 between 
Paul J. Norris, on behalf of W. R. Grace & 
Co., and William M. Corcoran 


Distribution Agreement by and among Grace 
New York, W. R. Grace & Co.-Conn. and 
Fresenius AG dated February 4, 1996 


Form of Indemnification Agreement between 
W. R. Grace & Co. and certain Directors 


Form of Indemnification Agreement between 
W. R. Grace & Co. and certain Officers and 
Directors 


Exhibit 10.14 to Registration 
Statement on Form S-1 of Old 
Grace (filed 8/2/96)* 


Exhibit 10.5 to Form 10-Q (filed 
5/15/98)* 


Exhibit 10.20 to Form 10 of 
Grace Specialty Chemicals, Inc. 
(now W. R. Grace & Co.) (filed 
3/13/98)* 


Exhibit 10.1 to Form 10-Q (filed 
5/15/98)* 


Filed herewith* 


Exhibit 10.1 to Form 10-Q (filed 
8/13/99)* 


Filed herewith* 


Filed herewith* 


Filed herewith* 


Exhibit 2 to Form 8-K of Grace 
New York (filed 2/6/96) 


Exhibit 10.39 to Registration 
Statement on Form S-1 of Old 
Grace (filed 8/2/96)* 


Exhibit 10.37 to Form 10-K of 
Old Grace (filed 3/28/97)* 


10.28 


23 


24 


99.1 


99.2 


Form of Retention Agreement 

Computation of Ratio of Earnings and Fixed 
Charges and Combined Fixed Charges and 
Preferred Stock Dividends 

List of Subsidiaries of W. R. Grace & Co. 


Consent of Independent Accountants 


Powers of Attorney 
Audit Committee Charter 


Press Release 
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Filed herewith* 

Filed herewith in Financial 
Supplement to Grace’s 2000 
Form 10-K 

Filed herewith 

Filed herewith in Financial 
Supplement to Grace’s 2000 
Form 10-K 

Filed herewith 


Filed herewith 


Filed herewith 


SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 
1934, the registrant has duly caused this Report to be signed on its behalf by the undersigned, 
thereto duly authorized. 


W. R. GRACE & CO 


By: /s/ Robert M. Tarola 
Robert M. Tarola 
(Senior Vice President and 
Chief Financial Officer) 


Dated: April 16, 2001 
Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has 


been signed below by the following persons on behalf of the registrant and in the capacities 
indicated on April 16, 2001. 


Signature Title 
P. J. Norris* President and Director 
(Principal Executive Officer) 
J. F. Akers* \ 
R. C. Cambre* \ 
M. A. Fox* } Directors 
J. J. Murphy* \ 
r. A. Vanderslice* \ 
/s/ Robert M. Tarola Senior Vice President and Chief Financial Officer 
(Robert M. Tarola) (Principal Financial Officer and Principal 


Accounting Officer) 


* “By signing his name hereto, Mark A. Shelnitz is signing this document on behalf of each of 
the persons indicated above pursuant to powers of attorney duly executed by such persons 


and filed with the Securities and Exchange Commission. 


By: /s/ Mark A. Shelnitz 
Mark A. Shelnitz 
(Attorney-in-Fact) 
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FINANCIAL SUPPLEMENT 
to 
Annual Report on Form 10-K for the Year Ended December 31, 2000 


W. R. GRACE & CO. AND SUBSIDIARIES 


Index to Consolidated Financial Statements 
and Financial Statement Schedule and Exhibit 


Management’s Responsibility for Financial Reporting .......0..0....0.0.c.ccccccsccecseecesssceeeesvevsveseseneeeens 
Reportar Independent ACCOUn AMS 225 visccuvrevasnesicessnxocenaenn trea meesene eauaceerene, 
Report of Independent Accountants on Financial Statement Schedule .............0.0.ccccccecscecseeeeseee 
Consent of Independent Accountants ..............cccccccscsesssesessesesescsecsesescesesescsceesusstseseevensecasatavecaes : 
Consolidated Statement of Operations for the three years in the 

period ended December 31, 2000 .0..........cccceccccececeeseseseseeseetseeseecseees earanesieeesoaeea Renee 
Consolidated Statement of Cash Flows for the three years in the 

period ended Decemiber, 3'l\; 2000 bsicacesczrcewscsvapucuazasewtseriseszanzicstakissssdsncassssaseineneasecsesssaensionenr 
Consolidated Balance Sheet at December 31, 2000 and 1999 
Consolidated Statement of Shareholders’ Equity (Deficit) for the three 

years inthe period ended December 31, 2000 sc. aoccessesoseusorceserauranszscstercengeare noeuceenecaies 
Consolidated Statement of Comprehensive Income (Loss) for the three 

years in the period ended December 31, 2000 ................cccccccccscssecesseeceescsevecscssesvaeesesevevsenees 
Notes to Consolidated Financial Statements ..... 
Quarterly Summary and Statistical Information ies 
Pitan ell S Urtain B0 Yee esnsescxcarses ces ceny arcane eae vet cn ghia Zs annals asad ss pnaguauianspuasnctantonsnrencen 
Management’s Discussion and Analysis of Results of Operations 

anid YP tiene tall CONC Olive scsavcovccetecsrsetneravanecesacaunereavavsnst cer naineoneenudieina aE RS 


Financial Statement Schedule 
Schedule II - Valuation and Qualifying Accounts and Reserves ............ccccccccsscsceseeveseeseees 


Exhibit 12: Computation of Ratio of Earnings to Fixed Charges and 
Combined Fixed Charges and Preferred Stock Dividends ...............ccccccccccccscesseceeveesvevesveeess 


The financial data listed above appearing in this Financial Supplement are incorporated by reference herein. 
The Financial Statement Schedule should be read in conjunction with the Consolidated Financial Statements 
and Notes thereto. Financial statements of less than majority-owned persons and other persons accounted for 
by the equity method have been omitted as provided in Rule 3-09 of Securities and Exchange Commission 
Regulation S-X. Financial Statement Schedules not included have been omitted because they are not 
applicable or the required information is shown in the Consolidated Financial Statements or Notes thereto. 
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Management’s Responsibility for Financial Reporting 


Management is responsible for the preparation, integrity and objectivity of the Consolidated F inancial Statements 
and the other financial information included in this report. Such financial information has been prepared in conformity 
with accounting principles generally accepted in the United States of America and accordingly includes certain amounts 
that represent management's best estimates and judgments. Actual amounts could differ from those estimates. 


Management maintains internal control systems to assist it in fulfilling its responsibility for financial reporting. 
These systems include business, accounting and reporting policies and procedures, selection of personnel, segregation of 
duties and an internal audit function. While no system can ensure elimination of all errors and irregularities, Grace's 
systems, which are reviewed and modified in response to changing conditions, have been designed to provide reasonable 
assurance that assets are safeguarded, policies and procedures are followed and transactions are properly executed and 
reported. The concept of reasonable assurance is based on the recognition that there are limitations in all systems of 
internal control and that the costs of such systems should not exceed their benefits. 


The Audit Committee of the Board of Directors, which is comprised of directors who are neither current nor former 
officers, employees or consultants to Grace, meets regularly with Grace's senior financial personnel, internal auditors and 
independent accountants to review audit plans and results, as well as the actions taken by management in discharging its 
responsibilities for accounting, financial reporting and internal control systems. The Audit Committee reports its 
findings and recommends the selection of independent accountants to the Board of Directors. Grace's management, 
internal auditors and independent accountants have direct and confidential access to the Audit Committee at all times. 


The independent accountants are engaged to conduct the audits of and report on the Consolidated Financial 
Statements in accordance with generally accepted auditing standards. These standards require a review of the systems of 
internal controls and tests of transactions to the extent considered necessary by the independent accountants for purposes 
of supporting their opinion as set forth in their report. 


Paul J. N Robert M. Tarola 
Chairman, President and Senior Vice President and 
Chief Executive Officer Chief Financial Officer 


Report of Independent Accountants 


To the Shareholders and Board of Directors of 
W.R. Grace & Co. 


In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of 
Operations, of cash flows, of shareholders’ equity (deficit) and of comprehensive income (loss), after the 
restatement described in Note 2, present fairly, in all material respects, the financial position of W. R. Grace 
& Co. and its subsidiaries at December 31, 2000 and 1999, and the results of their operations and their cash 
flows for each of the three years in the period ended December 31, 2000, in conformity with accounting 
principles generally accepted in the United States of America. These financial statements are the 
responsibility of the Company’s management; our responsibility is to express an opinion on these financial 
statements based on our audits. We conducted our audits of these statements in accordance with auditing 
standards generally accepted in the United States of America, which require that we plan and perform the 
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by 
management, and evaluating the overall financial statement presentation. We believe that our audits provide 
a reasonable basis for our opinion. 


The accompanying consolidated financial statements have been prepared assuming that the Company will 
continue as a going concern. As discussed in Note | to the consolidated financial statements, on April 2, 
2001, the Company and substantially all of its domestic subsidiaries voluntarily filed for protection under 
Chapter 11 of the United States Bankruptcy Code, which raises substantial doubt about the Company’s 
ability to continue as a going concern in its present form. Management’s intentions with respect to this matter 
are also described in Note 1. The accompanying consolidated financial statements do not include any 
adjustments that might result from the outcome of this uncertainty. 


“ep 


PricewaterhouseCoopers LLP 

Baltimore, Maryland 

January 29, 2001, except for “Subsequent Event — 
Voluntary Bankruptcy Filing” of Note 1 and the 
second paragraph under “Income Taxes” of Note 15, 
as to which the date is April 2, 2001 


Report of Independent Accountants on Financial Statement Schedule 


To the Shareholders and Board of Directors of W. R. Grace & Co. 


Our audits of the consolidated financial statements referred to in our report, which was modified as to 
a matter raising substantial doubt about the Company’s ability to continue as a going concern, and 
which was dated January 29, 2001, except for “Subsequent Event — Voluntary Bankruptcy Filing” of 
Note 1 and the second paragraph under “Income Taxes” of Note 15, as to which the date is April 2, 
2001, appearing on page F-4 in this Form 10-K also included an audit of the Financial Statement 
Schedule listed on page F-2 in the Index to Consolidated Financial Statements and Financial 
Statement Schedule and Exhibit of this Form 10-K. In our opinion, this Financial Statement Schedule, 
after the restatement described in Note A to such schedule, presents fairly, in all material respects, the 


information set forth therein when read in conjunction with the related consolidated financial 
statements. 


PricewaterhouseCoopers LLP 

Baltimore, Maryland 

January 29, 2001, except for “Subsequent Event — 
Voluntary Bankruptcy Filing” of Note 1 and the 
second paragraph under “Income Taxes” of Note 15, 
as to which the date is April 2, 2001 


Consent of Independent Accountants 


We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (Nos. 
333-37024, 333-49083, 333-49507, 333-49509, 333-49511, 333-49513, 333-49515, 333-49517, 333- 
49703, and 333-49705) of W. R. Grace & Co. of our report dated January 29, 2001, except for 
“Subsequent Event — Voluntary Bankruptcy Filing” of Note 1 and the second paragraph under 
“Income Taxes” of Note 15, as to which the date is April 2, 2001, relating to the financial statements, 
which appears on page F-4 in this Form 10-K. We also consent to the incorporation by reference of 
our report dated January 29, 2001, except for “Subsequent Event — Voluntary Bankruptcy Filing” of 
Note 1 and the second paragraph under “Income Taxes” of Note 15, as to which the date is April 2, 
2001, relating to the Financial Statement Schedule, which appears above in this Form 10-K. 


fhcacatrhree(oges LLP 
PricewaterhouseCoopers LLP 


Baltimore, Maryland 
April 16, 2001 


Consolidated Financial Statements 


W. R. Grace & Co. and Subsidiaries 
Consolidated Statement of Operations Year Ended December 31, 


(Restated) 
Amounts in millions, except per share amounts 1998 


Cost of goods sold, exclusive of depreciation and amortization 
shown separately below 

Selling, general and administrative expenses. 

Research and development expenses 

Depreciation and amortization ..200000.00.00.00.000.... 

Interest expense and related financing costs 

Provision for asbestos-related litigation, net of insurance 

Provision for restructuring and asset impairments 

Net insurance recovery on environmental remediation .... 


(Loss) income from continuing operations before income taxes .. 
(Provision for) benefit from income taxes 


(Loss) income from continuing operations 
Income from discontinued operations, net of tax .. 
(Loss) income before extraordinary item 
Extraordinary item — loss from early extinguishment of debt, net 


Basic (loss) earnings per share: 
Continuing operations 
Net (loss) income . 


Weighted average number of basic shares .... 


Diluted (loss) earnings per share: 
Continuing operations ............ 
Net (loss) income 


The Notes to Consolidated Financial Statements are an integral part of these statements 
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W. R. Grace & Co. and Subsidiaries 
Consolidated Statement of Cash Flows Year Ended December 31, 


Dollars in millions 1998 
OPERATING ACTIVITIES 
(Loss) income from continuing operations before income taxes i ct $ (223.2) 
Reconciliation to cash (used for) provided by operating activities 
Depreciation and amortization : 73 92.1 
Provision for asbestos-related litigation, net of insurance.. 
Provision for restructuring and asset impairments ... 
Gain on disposal of assets 
Changes in assets and liabilities, excluding effect of businesses 
acquired/divested and foreign currency exchange: 
(Increase) decrease in notes and accounts receivable, net 
(Increase) decrease in inventories > 
(Increase) decrease in subordinated interest of accounts receivable sold .... 
(Increase) decrease in net pension asset 
Increase (decrease) in accounts payable 
(Decrease) increase in accrued liabilities ...................... 
Expenditures for asbestos-related litigation ... 
Proceeds from asbestos-related insurance .. 
Expenditures for environmental remediation . 
Expenditures for postretirement benefits 


Net pre-tax cash (used for) provided by operating ac 
of continuing operations 
Net pre-tax cash (used for) operating activities of discontinued operations 
Net pre-tax cash (used for) provided by aE 3 activities . 
Income taxes (paid) received, net .........ccsecceeeeeeeeeeeeeeee 
Net cash (used for) provided by operating activities . = 5 F (66.9) 


INVESTING ACTIVITIES 
Capital expenditures .. se is : (100.9) 
Businesses acquired in purchase transactions, net of cash acquire: 
Investments in unconsolidated affiliates 
Net investing activities of discontinued operations ... 
Net proceeds from divestments of businesses 
Proceeds from disposals of assets 
Net investment in life insurance policies 

Net cash (used for) provided by investing activities . 


FINANCING ACTIVITIES 
Borrowings (repayments) having original maturities of three months or less, net é (331.3) 
Repayments of borrowings having original maturities in excess of three months 3 (698.5) 
Proceeds from the exercise of stock options . i i ' 52.0 
Purchase of treasury stock eae fi : (82.2) 
Net financing activity of discontinued operations ............... : “ 4 1,256.6 
Net cash provided by (used for) financing activities . ie 3 196.6 


Effect of currency exchange rate changes on cash and cash equivalents rte E ! 2.0 
(Decrease) increase in cash and cash equivalents . F . 17.7 
Cash and cash equivalents, beginning of year be is 5s 47.6 
Cash and cash equivalents, end Of year ......ssssecsrsesecensasesereees Betrsecescaneon 2 i 65.3 


The Notes to Consolidated Financial Statements are an integral part of these statements 


W. R. Grace & Co. and Subsidiaries 
Consolidated Balance Sheet December 31, 


(Restated) 
Amounts in millions, except par value and shares 1999 
ASSETS 
Current Assets 
Cash and cash equivalents 
Notes and accounts receivable, net 


Asbestos-related insurance expected t 
Other current assets 


Properties and equipment, net of accumulated depreciation and 
amortization of $935.4 (1999 - $908.3) 

Goodwill, less accumulated amortization of $7.2 (1999 - $7.2) 

Cash value of life insurance policies, net of policy loans... 

Deferred income taxes 


LIABILITIES AND SHAREHOLDERS’ (DEFICIT) EQUITY 
Current Liabilities 
Short-term debt 
Accounts payable .... 
Income taxes payable 
Asbestos-related liability expected to be satisfied within one year 
Other current liabilities 
Total Current Liabilities 


Long-term debt 

Deferred income taxes 

Asbestos-related liability canes to be satisfied after one year 
Other liabilities . seiseas 


Total Liabilities .... 
Commitments and Contingencies 


Shareholders’ (Deficit) Equity 
Common stock issued, par value $.01; 300,000,000 shares authorized; 

outstanding: 2000 — 65,418,000; 1999 — 69,414,000 0.8 
Paid in capital 432.2 
Accumulated deficit (216.4) 
Deferred compensation trust - 
Treasury stock, at cost: 11,443,900 common shares (1999 — 6,628,500) (136.4) 
Accumulated other comprehensive loss (151.5) 

Total Shareholders’ (Deficit) Equity 

Total Liabilities and Shareholders’ (Deficit) Rauity . 


The Notes to Consolidated Financial Statements are an integral part of these statements. 
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W. R. Grace & Co. and Subsidiaries 
Consolidated Statement of Shareholders’ Equi 


Common Retained 


Accumulated 


Balance, December 31, 1998, as 
restated . 


Net income ................... -- 
Purchase of common stock........ -- -- 
Shares issued under stock plans 
Retirement of treasury stock 

Other comprehensive (loss) .... -- 


Stock and Earnings Deferred Other Total 
Paidin | (Accumulated | Compensation Treasury | Comprehensive | Shareholders’ 
Dollars in millions Capital Deficit) Trust Stock Loss Equity (Deficit) 
—— P’ = + q 
Balance, December 31, 1997 $ 564.1 $ 108.3 $ (5.7) 1$ - $ (198.8) |$ 467.9 
Net (loss), as restated ..... -- (229.1) - -- (229.1) 
Separation of Packaging Business (233.8) (82.3) 0.5 -- 119.2 (196.4) 
Reclassification of assets in 
deferred compensation trust -- -- 42 - - 4.2 

Purchase of common stock - -- (83.1) -- (83.1) 
Shares issued under stock plans 79.7 - 0.2 -- -- 79.9 
Other comprehensive (loss)...... -- | -- L -- a (1.3) (1.3) 


(15.0) 


(15,0) 


Balance, December 31, 1999, as 
[i 12 CC a ae $ 


INGE (TOSS): sfo2 isn: cscs. y -- 
Purchase of common stock - -- 
Shares issued under stock plans 
Rabbi trust activity ..... ¢ 

Rabbi trust obligations.......... _ - 
Other comprehensive (loss)..... 


(95.9) 


11.1 


Balance, December 31, 2000 


W. R. Grace & Co. and Subsidiaries 
Consolidated Statement of Comprehensive Income (Loss) 


Year ended December 31, 


Dollars in millions 


Net (loss) income....... 


Other comprehensive (loss) income: 
Foreign currency translation adjustments 
Net unrealized (losses) gains on investments... 
Minimum pension liability adjustments 


Total other comprehensive (loss)... 
Comprehensive (loss) income ......... 


(Restated) 
2000 1999 1998 

$ (89.7) $ 135.9 $ (229.1) 
(34.1) (19.3) (7.2) 
(17.7) las} 16.5 
(3.8) 2.8 (10.6) 
(55.6) (15.0) (1.3) 

$ 120.9 $ (230.4) 


The Notes to Consolidated Financial Statements are an integral part of these statements 
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Notes to Consolidated Financial Statements 
(Dollars in millions unless otherwise stated) 


1. Basis of Presentation and Summary of 
Significant Accounting and Financial 
Reporting Policies 


Nature of Operations: W. R. Grace & Co., through its 
subsidiaries, is primarily engaged in specialty 
chemicals and specialty materials businesses on a 
worldwide basis. These businesses consist of catalysts 
and silica products (Davison Chemicals) and 
construction chemicals, building materials and 
container products (Performance Chemicals) 


W. R. Grace & Co. conducts substantially all of its 
business through a direct, wholly owned subsidiary, W 
R. Grace & Co.-Conn, (Grace-Conn.). Grace-Conn. 
owns substantially all of the assets, properties and 
rights of W. R. Grace & Co., either directly or through 
subsidiaries. | As used in these notes, the term 
“Company” refers to W. R. Grace & Co. The term 
“Grace” refers to the Company and/or one or more of 
its subsidiaries and, in certain cases, their respective 
predecessors. 


Subsequent Event — Voluntary Bankruptcy Filing — 
On April 2, 2001, W. R. Grace & Co. and 61 of its 
United States subsidiaries and affiliates, including 
Grace-Conn. (collectively, the “Debtors”), filed 
voluntary petitions for reorganization (the “Filing”) 
under Chapter I1 of the United States Bankruptcy 
Code (“Chapter 11” or the “Bankruptcy Code”) in the 
United States Bankruptcy Court for the District of 
Delaware (the “Bankruptcy Court”). The cases were 
consolidated and are being jointly administered under 
case numbers 01-1139 through 01-1200. Grace’s non- 
U.S. operating subsidiaries were not a part of the 
Filing 


The Filing was made in response to a sharply increasing 
number of asbestos-related bodily injury claims. These 
claims are discussed in more detail in Note 3 to the 
Consolidated Financial Statements. Under Chapter 11. 
the Debtors expect to continue to operate their 
businesses as debtors-in-possession under court 
protection from their creditors and claimants, while 
using the Chapter | 1 process to develop and implement 
a plan for addressing the asbestos-related claims against 
them. 


Background of Filing — On January 29, 2001, Grace 
announced that recent developments in asbestos-related 


litigation had led to a fourth quarter charge of $208.0 
million (net of expected insurance recovery). The 
charge was made to account for probable and estimable 
costs related to several adverse developments in 
Grace’s asbestos litigation during 2000, including: a 
significant increase in bodily injury claims; higher than 
expected costs to resolve bodily injury and certain 
property damage claims; and new class-action lawsuits 
alleging damages from a former attic insulation product 
not previously subject to property damage litigation. 
After this adjustment, Grace’s recorded liability for 
asbestos-related litigation at December 31, 2000 is 
$1,105.9 million gross and $733.9 million net of 
insurance recovery. The estimated gross liability 
Tepresents an undiscounted stream of payments in 
decreasing amounts over approximately 40 years. 
However, due to the Filing and the uncertainties of 
asbestos-related litigation, actual amounts could differ 
materially from the recorded liability. 


Grace also announced on January 29, 2001 that it was 
reviewing the strategic and operating issues associated 
with continuing to defend asbestos litigation through 
the court system versus voluntarily seeking a resolution 
of such litigation through reorganization under Chapter 
11. Asa result of that review, the Board of Directors of 
Grace concluded on April 2, 2001 that a federal court- 
supervised Chapter 11 filing provides the best forum 
available to achieve predictability and fairness in the 
claims settlement process. By filing under Chapter 11, 
Grace expects to be able to both obtain a 
comprehensive resolution of the claims against it and 
preserve the inherent value of its businesses. 


Consequence of Filing - As a consequence of the 
Filing, all pending litigation against the Debtors is 
stayed and no party may take any action to realize its 
pre-petition claims except pursuant to order of the 
Bankruptcy Court. It is the Debtors’ intention to address 
all of their pending and future asbestos-related claims 
and all other pre-petition claims in a plan of 
reorganization. However, it is currently impossible to 
predict with any degree of certainty how the plan will 
treat asbestos and other pre-petition claims and the 
impact the Filing and any reorganization plan may have 
on the shares of common stock of Grace. Generally, 
under the provisions of the Bankruptcy Code, holders of 
equity interests may not participate under a plan of 
Teorganization unless the claims of creditors are 
satisfied in full under the plan or unless creditors accept 
a reorganization plan that permits holders of equity 
interests to participate. The formulation and 


implementation of a plan of reorganization could take a 
significant period of time. 


The accompanying Consolidated Financial Statements 

have been Prepared on a going concern basis, which 

contemplates continuity of Operations, realization of 

assets and liquidation of liabilities in the ordinary 

Course of business However, as a Tesult of the Filing, 

such realization of certain Debtors’ assets and 
’ liabilities are subject to 
» 4 plan of re 


do not give ef 

value or classification ght 
be necessary as a consequence of g plan of 
reorganization, 


All of the Debtors’ Pre-petition debt is now in default 
due to the Filing Accordingly, the accompanying 
Consolidated Balance Sheet as of December 3 !, 2000 
reflects the classification of the Debtors’ pre-petition 
debt as current 


The Debtors have negotiated q debtor-in-possession 
revolving credit facility with Bank of America, N.A 
(the “DIP facility”) in the aggregate amount of $250 
million. The DIP facility has a term of 2 years and 
bears interest at either Bank of America’s prime rate or 
a formula based on the LIBOR rate plus 2.00% to 
2.25%, The Bankruptcy Court Issued an interim 
approval of the DIP facility, which allows the Debtors 
to draw on the DIP facility for 15 days in an amount not 
to exceed $50 million. 


Debtors have received approval from the 
Bankruptcy Court to pay or otherwise honor certain of 
ItS_pre-petition obligations, including claims of trade 
creditors to a specified amount and employee wages 
and benefits in the ordinary course of business 


Accounting /mpact — Beginning in the second quarter 
of 2001, Grace will be required to follow Statement of 
Position 90-7 (“SOP 90-7”), “Financial Reporting by 
Entities in Reorganization under the Bankruptcy 
Code.” Pursuant to SOP 90-7, Grace’s pre-petition 
liabilities that are subject to compromise will be 
reported Separately on the balance sheet at an estimate 
of the amount that will ultimately be allowed by the 
Bankruptcy Court Obligations of Grace subsidiaries 
not covered by the Filing will remain classified on the 
consolidated balance sheet based upon maturity dates 
or the expected dates of payment. Sop 90-7 also 
requires separate reporting of certain expenses, realized 
Sains and losses, and Provisions for losses related to 
the Filing as reorganization items. 


Pro-Forma Balance Sheet /nformation (Unaudited) - 
The condensed balance sheet of the Debtors as if the 
Debtors had filed petitions for reorganization under 
Chapter 11 at December 31, 2000 Is as follows 


Pro-forma Condensed Balance Sheet of Debtors 
(Unaudited) December 31, 
(Dollars in millions) 2000 
Current Assets Tom 
Cash and cash equivalents 
Notes and accounts receivable. net 
Inventories 
Other current assets y 81 


Total current assets 226.7 
Properties and equipment. net 410.0 
Asbestos-related imsurance receivable 372.1) 
Deferred income taxes 482.6 
Loans to non-debtor entities 407.0 
Investment in non-debtor entities 148.3 
Other noncurrent assets sr AVA!) 

Total assets $2.460.9 

Liabilities Subject to Compromise 
Debt 409. | 
Asbestos-related liability 1,105.9 
Other liabilities | 

Total liabilities 2 

Equity (9.5) es 

Total liabilities and cquity $2.460.9 


Packaging Business Transaction: On March 3]. 
1998 a Predecessor of the Company (Old Grace) 
completed a transaction in which its flexible packaging 
business (Packaging Business) was combined with 
Sealed Air Corporation (Sealed Air) Old Grace 
effected this transaction by transferring its specialty 
chemicals businesses along with certain other 
businesses and assets to the Company (then named 
Grace Specialty Chemicals, Inc ), distributing the 
shares of the Company’s common stock to Old Grace’s 
shareholders on 4 one-for-one basis (Spin-off) and 
merging a subsidiary of Old Grace with Sealed Air 
(Merger). Immediately following the Spin-off and 
Merger, the Company changed its name to “W. R 
Grace & Co.” and Old Grace changed its name to 
“Sealed Air Corporation” (New Sealed Air) As a 
result of the transaction, the Packaging Business was 
classified as a discontinued Operation as of December 
31, 1997 


For further information, see Old Grace’s Joint Proxy 
Statement/Prospectus dated February 13. 1998. the 
Company’s Information Statement dated February 13, 
1998 and Note 4. 


Principles of Consolidation: The Consolidated 
Financial Statements Include the accounts of the 
Company and majority-owned companies as to which 
the Company exercises control Over Operating and 
financial policies Intercompany transactions and 
balances are eliminated in consolidation Investments 


in affiliated companies as to which the Company does 
not exercise control over operating and financial 
policies are accounted for under the equity method, 
unless the Company’s ability to influence the investee 
is determined to be temporary, in which case the 
investment is accounted for under the cost method. 


Reclassifications: Certain amounts in prior years' 
Consolidated Financial Statements have been 
reclassified to conform to the 2000 presentation. 


Use of Estimates: The preparation of financial 
statements in conformity with accounting principles 
generally accepted in the United States of America 
Tequires that management make estimates and 
assumptions affecting the assets and liabilities 
(including contingent assets and liabilities) reported at 
the date of the Consolidated Financial Statements and 
the revenues and expenses reported for the periods 
presented. Actual amounts could differ from those 
estimates. 


Cash Equivalents: Cash equivalents consist of liquid 
instruments with maturities of three months or less 
when purchased. The recorded amounts approximate 
fair value because of the short maturities of these 
investments. 


Sale of Accounts Receivable: Grace enters into 
transactions to sell certain of its trade accounts 
receivable and retains a subordinated interest and 
servicing rights. Net losses on the sale of receivables 
are based on the carrying value of the assets sold, 
allocated in proportion to their fair value. Retained 
interests are carried at fair value and are included in 
other current assets in the Consolidated Balance Sheet. 
Grace generally estimates fair value based on the 
present value of expected future cash flows less 
management’s best estimate of uncollectible accounts 
receivable. Grace maintains an allowance for doubtful 
accounts receivable based upon the expected 
collectibility of all trade receivables, including 
receivables sold. The allowance is reviewed regularly 
and adjusted for accounts deemed uncollectible by 
management. Expenses and losses associated with the 
program are recognized as a component of interest 
expense and related financing costs. 


Inventories: Inventories are stated at the lower of cost 
or market. The methods used to determine cost include 
first-in/first-out. and, for substantially all U.S. 
inventories, last-in/first-out. Market values for raw 
materials are based on current cost and, for other 
inventory classifications, net realizable value. 


Properties and Equipment: Properties and 
equipment are stated at cost. Depreciation of 
properties and equipment is generally computed using 
the straight-line method over the estimated useful life 
of the asset. Estimated useful lives range from 20 to 40 
years for buildings, 3 to 7 years for information 
technology equipment, 3 to 10 years for machinery and 
equipment and 5 to 10 years for furniture and fixtures. 
Interest is capitalized in connection with major project 
expenditures. Fully depreciated assets are retained in 
properties and equipment and related accumulated 
depreciation accounts until they are removed from 
service. In the case of disposals, assets and related 
accumulated depreciation are removed from the 
accounts and the net amount, less any proceeds from 
disposal, is charged or credited to income. Grace 
reviews long-lived assets for impairment whenever 
events or changes in circumstances indicate that the 
carrying amount of an asset may not be fully 
recoverable. 


Goodwill: Goodwill arises from certain purchase 
business combinations and is amortized using the 
straight-line method over appropriate periods not 
exceeding 40 years. Grace reviews its goodwill for 
impairment whenever events or changes in 
circumstances indicate that the carrying amount may 
not be fully recoverable. 


Revenue Recognition: Grace recognizes revenue as 
risk and title to the product transfers to the customer, 
which usually occurs upon shipment of goods to 
customers or upon performance of services. 


In December 1999, the Securities and Exchange 
Commission (“SEC”) issued Staff Accounting Bulletin 
(“SAB”) No. 101, “Revenue Recognition in Financial 
Statements,” subsequently updated by SAB 101A and 
SAB 101B (“SAB 101”), SAB 101 summarizes certain 
of the SEC’s views in applying generally accepted 
accounting principles to revenue recognition in 
financial statements. Grace adopted SAB 101 in the 
fourth quarter of 2000 and there was no material 
impact on Grace’s results of operations or financial 
position. 


Research and Development Costs: Research and 
development costs are charged to expense as incurred. 


Consolidated Statement of Cash Flows: Balance 
sheet information relating to a discontinued business is 
not restated for periods prior to the date of 
classification of a business as a discontinued operation. 
Accordingly, “Net pre-tax cash used for operating 
activities of discontinued operations” excludes the 


effects of changes in working capital of discontinued 
operations prior to their classification as such. The net 
investing and financing activities of discontinued 
operations represent cash flows of discontinued 
operations subsequent to the respective dates of such 
classifications. 


Income Taxes: Grace recognizes deferred tax assets 
and liabilities with respect to the expected future tax 
consequences of events that have been recorded in the 
Consolidated Financial Statements and tax returns. If it 
is more likely than not that all or a portion of deferred 
tax assets will not be realized, a valuation allowance is 
provided against such deferred tax assets. 


Foreign Currency Translation: Assets and 
liabilities of foreign subsidiaries (other than those 
located in countries with highly inflationary 
economies) are translated into U.S. dollars at current 
exchange rates, while their revenues, costs and 
expenses are translated at average exchange rates 
during each reporting period; resulting translation 
adjustments are included in the accumulated other 
comprehensive income (loss) section of the 
Consolidated Balance Sheet. The financial statements 
of subsidiaries located in countries with highly 
inflationary economies, if any, are remeasured as if the 
functional currency were the U.S. dollar: the 
remeasurement creates translation adjustments that are 
reflected in net (loss) income. 


Financial Instruments; Grace periodically enters into 
interest rate swap agreements and foreign exchange 
forward and option contracts to manage exposure to 
fluctuations in interest and foreign currency exchange 
rates. Grace does not hold or issue derivative financial 
instruments for trading purposes. 

a, a eo eR Ties | SS 
2. Prior Period Restatement and 

Reclassification 
—— 


Prior Period Restatement 


Grace’s financial statements at December 31, 1999 and 
for the year ended December 31, 1998, have been 
restated to reflect management’s reassessment of the 
realization of certain deferred tax assets. The effect of 
the restatement on the accompanying consolidated 
financial statements was as follows: 


December 31, 1999 


As 
Previously As 

(Dollars in millions) Reported | __ Restated 
Consolidated Balance Sheet: 

Deferred income taxes. noncurrent $ 3458) $ 3283 
Total assets 2492.6 2,475.1 
Income taxes payable 118.7 146.7 
Total liabilities 2,336.0 2,364.0) 
Accumulated deficit (81.2) (126.7) 


Total sharcholders* equity 156.6 Wh) 


Year Ended 
___ December 31, 1998 


As 
Previously As 

(Dollars in millions) Reported | __ Restated 
Consolidated Statement of Operations: 
Benefit from income taxes $ 74.0 $ 28.5 
(Loss) from continuing operations (149.2) (194.7) 
Net (loss) (183.6) (229.1) 
Basic (loss) per share: 

Continuing operations (2.00) (2.61) 

Net (loss) (2.46) (3.07) 
Diluted (loss) per share: 

Continuing operations (2.00) (2.61) 

Net (loss) (2.46) (3.07) 


Consolidated Statement of Comprehensive 
Income (Loss): 
Comprehensive (loss) 


(184.9) 


(230.4) 


The restatement had no effect on the Consolidated 
Statement of Operations for the year ended December 31, 
1999 or the Consolidated Statement of Cash Flows for 
the years ended December 31, 1999 and 1998, nor did it 
affect the financial position or results of Operations of 
Grace’s operating segments as previously reported. 


Prior Period Reclassification 


Grace’s financial statements reflect a reclassification of 
freight costs and sales commissions (previously shown as 
a reduction of net sales) to costs of goods sold and selling 
expenses in accordance with the Emerging Issues Task 
Force Consensus No. 00-10, “Accounting for Shipping 
and Handling Revenues and Costs.” The effect of the 
reclassification on the accompanying Consolidated 
Statement of Operations was as follows: 


Year ended 
December 31, 1999 


Year ended 
December 31, 1998 


As 
Previously 


As 
Currently 
Reported 

$1.550.9 
929.3 


As 
Previously 
Reported 
$1.463.4 
883.4 


As 
Currently 
Reported 
$1.546.2 


(Dollars in millions) 

Net sales 

Cost of goods sold 

Selling, general and 
administrative 
expenses 


$1471.9 
856.2 


327.2 


3. Asbestos-Related Litigation 


Grace is a defendant in property damage and bodily 
injury lawsuits relating to previously sold asbestos- 
containing products and expects that it will receive 
additional asbestos-related claims in the future. Grace 
was a defendant in 61,395 asbestos-related lawsuits at 
December 31, 2000 (7 involving claims for property 
damage, 8 involving attic insulation, and the remainder 
involving 124,907 claims for bodily injury), as 
compared to 50,342 lawsuits at December 31, 1999 (11 
involving claims for property damage and _ the 
remainder involving 105,670 claims for bodily injury) 


Property Damage Litigation 


The plaintiffs in property damage lawsuits generally seek 
to have the defendants absorb the cost of removing, 
containing or repairing the asbestos-containing materials 
in the affected buildings. Each property damage case is 
unique in that the age, type, size and use of the building, 
and the difficulty of asbestos abatement, if necessary, 
vary from structure to structure. Thus, the amounts 
involved in prior dispositions of property damage cases 
are not necessarily indicative of the amounts that may be 
required to dispose of cases in the future. Information 
regarding product identification, the amount of product in 
the building, the age, type, size and use of the building, 
the jurisdictional history of prior cases and the court in 
which the case is pending provide meaningful guidance 
as to the range of potential costs. Grace has recorded an 
accrual for all outstanding property damage cases for 
which sufficient information is available to form a 
reasonable estimate of such exposure 


Through December 31, 2000, out of 370 asbestos 
property damage cases filed, 140 were dismissed without 
payment of any damages or settlement amounts: 
Judgments were entered in favor of Grace in 9 cases 
(excluding cases settled following appeals of judgments 
in favor of Grace); judgments were entered in favor of the 
plaintiffs in 7 cases for a total of $60.3 million; 207 
property damage cases were settled for a total of $696.8 
million; and 7 cases remain outstanding. No new cases 
have been filed since 1998. 


Property Damage Case Activity 
Cases outstanding, beginning of year.. 
New cases filed 


Settlements 

Dismissals 

Judgments 5‘ 
Cases outstanding, end of year 
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Attic Insulation Litigation 


Through December 31, 2000, Grace was a defendant in 
eight class action lawsuits brought on behalf of owners 
of homes containing Zonolite attic fill insulation. These 
lawsuits seek damages and equitable relief, including 
the removal, replacement and/or disposal of all such 
insulation. This former attic insulation product has 
never previously been the subject of property damage 
litigation. Grace believes that this product was safe for 
its intended purpose. 


Bodily Injury Litigation 


Bodily injury claims are generally similar to each other 
(differing primarily in the type of asbestos-related 
illness allegedly suffered by the plaintiff). However, 
Grace’s estimated liability for such claims is influenced 
by numerous variables, including the solvency of other 
former asbestos producers, cross-claims by co- 
defendants, the rate at which new claims are filed, the 
Jurisdiction in which the filings are made, and the 
defense and disposition costs associated with these 
claims.  Grace’s bodily injury liability reflects 
management's estimate of the number and ultimate 
cost of present and future bodily injury claims expected 
to be asserted against Grace given demographic 
assumptions of possible exposure to asbestos products 
manufactured by Grace. 


Through December 31, 2000, approximately 16,200 
asbestos bodily injury lawsuits involving approximately 
35,500 claims were dismissed without payment of any 
damages or settlement amounts (primarily on the basis 
that Grace products were not involved), and 
approximately 53,400 lawsuits involving 
approximately 151,800 claims were disposed of 
(through settlement and judgments) for a total of 
$561.8 million. 


Bodily injury claim activity for 2000 and 1999 was as 
follows: 


2000 


Bodily Injury Claim Activity 1999 
Claims outstanding, 


beginning of year ... 


105,670 97.017 


New claims 48,786 26.941 
Settlements ... (26,950) (16.174) 
Dismissals ..... (2,598) (2.109) 
Judgments 7 (a (5) 
Claims outstanding. end of year 


Asbestos-Related Liability 


Grace estimates its property damage and bodily injury 
liabilities based on its experience with, and recent 
trends in, asbestos litigation. Its recorded liabilities 
cover indemnity and defense costs for pending property 
damage cases and for pending and projected future 
bodily injury claims. As a result of the recent 
developments discussed in Note 1, Grace’s evaluation 
of its recorded liability for asbestos-related litigation as 
of December 31, 2000 led to a fourth quarter 
adjustment of $293.6 million ($190.8 million net of 
tax) to account for an unexpected increase in the 
number of claims filed, new risk factors and recent cost 
experience. In the fourth quarter of 1998, a change in 
the accrual period for asbestos-related bodily injury 
litigation resulted in an adjustment of $576.9 million 
($374.9 million after tax) 


Grace previously purchased insurance policies with 
respect to its asbestos-related lawsuits and claims. 
Grace adjusted its recorded insurance receivable in the 
fourth quarter of 2000 by $85.6 million ($55.6 million 
after tax) to reflect the additional amounts expected to 
be recovered in respect of the recorded asbestos-related 
liability. In 1998, the insurance receivable was 
adjusted by $200.8 million ($130.5 million after tax) 
for the same reason. 


The net amount of the adjustments recorded during the 
fourth quarter of 2000 ($208.0 million after insurance 
recovery) reflects adverse experience in the latter part 
of 2000 versus certain underlying assumptions used to 
estimate Grace’s liability for asbestos-related litigation. 
The net amount of the 1998 adjustment was $376.1 
million pre-tax. After the 2000 adjustment, Grace's 
recorded liability for asbestos-related litigation is 
$1,105.9 million gross and $733.9 million net of 
insurance recovery. 


Estimated Liability for Asbestos-Related 

Litigation (Dollars in millions) 1999 
Asbestos-related liability expected to be 

satisfied within one year .... 2 $ 199.3 


Asbestos-related liability expected to be 
satisfied after one year............ 884.7 


Total asbestos-related liability 

The current portion of Grace’s asbestos-related liability 
is based on management's estimate as of the respective 
balance sheet date of indemnity payments and defense 
costs expected to be paid within one year. The amounts 
recorded at each balance sheet date reflect Grace’s 
estimate as of the balance sheet date, based on 
measures governed by generally accepted accounting 
principles, of probable and estimable liabilities for 


asbestos-related litigation in all material respects. 
However, due to the Filing and the uncertainties of 
asbestos-related litigation, actual amounts could differ 
materially from the recorded liability. 


Asbestos Insurance 


Grace has settled with and been paid by its primary 
insurance carriers with respect to both property damage 
and bodily injury cases and claims. Grace has also 
settled with its excess insurance carriers that wrote 
policies available for property damage cases, those 
settlements involve amounts paid and to be paid to 
Grace. In addition, Grace has settled with many 
excess insurance carriers that wrote policies available 
for bodily injury claims in layers of insurance that 
Grace believes may be reached based on its current 
estimates. Insurance coverage for asbestos-related 
liabilities has not been commercially available since 
1985. 


The asbestos-related insurance asset represents 
amounts expected to be received from carriers under 
settlement agreements for defense and disposition costs 
to be paid by Grace. Estimated insurance 
reimbursements relate to property damage and bodily 
injury cases and claims pending at year-end 2000 and 
bodily injury claims expected to be filed in the future. 


Activity in Grace's notes receivable from insurance 
carriers and asbestos-related insurance receivable 
during 2000 and 1999 was as follows: 


Estimated Insurance Recovery on 

Asbestos-Related Liabilities 
(Dollars in millions) 1999 

Notes Receivable 

Notes receivable from insurance carriers, 
beginning of year, net of discount of $0.8 
(1999 - $2.3) 

Proceeds received under asbestos-related 
insurance settlements 

Current year amortization of discount 
Notes receivable from insurance carriers. 
end of year, net of discount of $0.2 
(1999 - $0.8) 

Insurance Receivable 

Asbestos-related insurance receivable, 
beginning of year ..... 1 425.0 

Proceeds received under asbestos-related 
insurance settlements (58,9) 

Increase in asbestos-related insurance 
reccivable a ick 
Asbestos-related insurance receivable. end 
OL AVOANT oss, eee cis Sareare steko 
Total amounts due from insurance carriers 
Expected to be realized within one year 
Expected to be realized after one year 


4. Discontinued Operations 
rg 


Packaging Business Transaction 


As discussed in Note |, the Spin-off and the Merger 
were completed on March 31, 1998. Prior to the Spin- 
off and the Merger, Old Grace and a Packaging Business 
subsidiary borrowed $1,258.8 million (inclusive of $2.2 


million of bank fees) and made a cash transfer of 


$1,256.6 million to Grace, which used the transferred 
funds to repay substantially all of Grace’s debt (see Note 
12). The borrowed funds are shown as a net financing 
activity of discontinued operations in the Consolidated 
Statement of Cash Flows for 1998. In the Merger and a 
related recapitalization, for each Old Grace common 
share outstanding at the close of trading on March 31, 
1998, each shareholder received 536 shares of New 
Sealed Air common stock and .475 shares of New 
Sealed Air convertible preferred stock. Upon the 
completion of the Spin-off and the Merger, the 
shareholders of Old Grace owned (a) 100% of the 
specialty chemicals businesses (through their ownership 
of 100% of the Company’s outstanding shares) and (b) 
approximately 63% of New Sealed Air, on a fully diluted 
basis 


The Packaging Business transaction resulted in an 
adjustment to shareholders’ equity of $196.4 million, 
representing Grace’s net investment in the Packaging 
Business. 


During 1998, Grace made certain amendments to one of 
its domestic pension plans, which included offering a 
lump sum settlement option to former Grace employees 
not currently receiving benefits. During 1999, a 
significant number of the lump sum offers were settled. 
The Packaging Business Transaction also required the 
Company to split certain pension plans and recognize a 
net curtailment loss for other plans. In 1999, the 
Company recognized a pre-tax noncash charge of $9.1 
million ($5.7 million after tax), relating to settlements of 
the lump sum offers with former Packaging Business 
employees, which is included in “Income from 
discontinued operations, net of tax” in the Consolidated 
Statement of Operations. In 1998, the Company 


recognized a net pre-tax loss of $8.4 million ($5.5 
million after-tax) in connection with those changes. 
This net pre-tax loss is included in “Income from 
discontinued operations, net of tax” in the Consolidated 
Statement of Operations. 


Cross Country Staffing 


In July 1999, Grace completed the sale of substantially 
all of its interest in Cross Country Staffing (CCS), a 
provider of temporary nursing and other healthcare 
services, for total cash proceeds of $184.6 million. The 
Company’s investment in CCS had been accounted for 
under the equity method. The sale resulted in a net pre- 
tax gain of $76.3 million ($32.1 million after tax), 
including the cost of the Company’s purchase of 
interests held by third parties in CCS and the amount 
payable under CCS’s phantom equity plan prior to 
closing under the sale transaction. The gain and the 
operations of CCS prior to the sale are included in 
“Income from discontinued operations, net of tax” in the 
Consolidated Statement of Operations. Certain 
contingent liabilities, primarily related to tax matters of 
CCS, have been retained by the Company and are 
included in other current liabilities in the Consolidated 
Balance Sheet. 


Retained Obligations 


Under certain divestiture agreements, Grace has 
retained contingent obligations that could develop into 
situations where accruals for estimated costs of defense 
or loss would be recorded in a period subsequent to 
divestiture under generally accepted accounting 
principles. Grace assesses its retained risks quarterly 
and accrues amounts estimated to be payable related to 
these obligations when probable and estimable. 


During the years ended December 31, 2000 and 1999, 
Grace revised its estimate of the outcome of certain 
retained obligations of discontinued operations based on 
current circumstances. During 2000, as a result of the 
revised estimate, Grace recorded a net charge of $6.2 
million ($4.1 million after tax). This charge was offset 
by a foreign pension premium refund and the reduction 
of previously established accruals for environmental 
remediation. During 1999, the revised estimate resulted 
in an additional charge of $25.7 million ($16.7 million 
after tax), These charges are included in “Income from 
discontinued operations, net of tax” in the Consolidated 
Statement of Operations. 


Results of Discontinued 


Operations (Dollars in millions) 2000 1999 1998 
Net sales , S$ -— $- $ 431.2 
(Loss) income from operations 

before taxes - (17.7) 14.7 
Income tax provision o 8.0 (13.8) 
(Loss) income from discontinued 

operations ~ (9.7) 09 
Net gains on dispositions of 

businesses - 76.3 -- 
Provision for income taxes on 

dispositions of businesses - (44.2) - 
Other charges. net of tax, ~ (16.7) = 


Total income from 
discontinued operations. 


Basic earnings per share from 

discontinued operation 
Diluted earnings per share from 
discontinued operations .... 


$s - $ 008 |$ 


0.01 


$ 0.08 


$ 001 


5. Income Taxes 


————————— 


The components of (loss) income from continuing 


Operations before income taxes and the related 
(provision for) benefit from income taxes are as 
follows: 


Income Taxes — Continuing 


Operations (Restated) 
(Dollars in millions) 2000 1999 1998 
(Loss) income from continuing 

operations before income 

taxes: 

Domestic $ (94.7) $ 135.9 | $ (275.8) 

Foreign 75.0 67.5 52.6 
$ (19.7) $ (223.2) 


(Provision for) benefit from 
income taxes. 


Federal — current S$ (66.2) $ (21.2)]$ 51.2 

Federal — deferred 39.4 (26.4) 7.0 

State and local — current (20.0) (3.5) (1.3) 

Foreign — current (21.8) (23.1) (21.9) 

Foreign — deferred (1.4) 1.0 (6.5) 
(70.0) $_ (73.2) 


The components of (loss) income from consolidated 
Operations before income taxes and the related 
(provision for) benefit from income taxes are as 
follows: 


Income Taxes — 
Consolidated Operations 
(Dollars in millions) 

(Loss) income from 
consolidated operations 
before income taxes 
Domestic 
Foreign 


(Restated) 


1999 1998 


168.9 
67.5 
$ 236.4 


(94.7) | $ 
75.0 
(19.7) 


$ (342.0) 
771 
$ (264.9) 


(Provision for) benefit from 
income taxes: 
Federal — current 
Federal — deferred. 
State and local — current 
Foreign — current 
Foreign — deferred 


(66.2) | $ 
39.4 

(20.0) 
(21.8) 

(1.4) 

$ (70.0) 


(40.7) 
(29.9) 
(78) 
(23.1) 

10 
$ (100.5) 
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At December 31, 2000 and 1999. net deferred tax 
assets consisted of the following items 


Deferred Tax Analysis (Restated) 
(Dollars in millions) 2000 1999 
Liability for asbestos-related litigation $ 387.1 | $ 3794 

Net operating loss/tax credit 

carry forwards. 178.6 90.6 

Deferred state taxes ... 90.2 90.2 

Liability for environmental remediation 61.2 75.4 

Other post-retirement benefits 66.1 70.5 

Deferred charges 54.4 58.6 

Reserves and allowances 43,3 56.5 

Research and development 32.6 317 

Pension benefit 15.9 19.8 

Forcign loss/credit carry forwards 10.0 8,7 

Other 13.6 11,5 

Total deferred tax assets 953.0 892.9 

Asbestos-related insurance receivable (123.1) (121.7) 
Pension assets (79.8) (68.2) 
Properties and equipment (52.1) (58.4) 
Other (62.3) (72.5) 
Total deferred tax liabilities (317.3) (320.8) 
Valuation allowance (169.6) (153.2) 
Net deferred tax assets S_ 466.1 | $ 4189 


The valuation allowance shown above arises from 
uncertainty as to the realization of certain deferred tax 
assets, primarily foreign tax credit carryforwards and 
State and local net operating loss carryforwards. Based 
upon anticipated future results, Grace has concluded 
that it is more likely than not that the balance of the net 
deferred tax assets, after consideration of the valuation 
allowance, will be realized. However, given the 
Company’s current net Operating loss carryforward 
position, such benefits are unlikely to be utilized for the 
foreseeable future. 


At December 31, 2000, there were $236.5 million of 
net operating loss carryforwards, Tepresenting deferred 
tax assets of $82.8 million, with expiration dates 
through 2020; $54.6 million of foreign tax credit 
carryforwards with expiration dates through 2006; $6.6 
million of general business credit carryforwards with 
expiration dates through 2013; and $34.6 million of 
alternative minimum tax credit carryforwards 


The differences between the benefit (provision) for 
income taxes at the federal income tax rate of 35% and 
the Company’s overall income tax (provision) benefit 
for continuing operations are summarized as follows 


Income Tax (Provision) (Restated) 
Benefit Analysis 1998 
(Dollars in millions) 

Tax benefit (provision) at 
federal corporate rate 


$ (71.2) 
Change in provision 
resulting from 
Nontaxable income/non- 
deductible expenses 
State and local income 
taxes. net of federal 
Income tax benefit 
Federal and forcign taxes 
on foreign operations 
Tax and interest relating 
to tax deductibility of 
interest on COLI policy 
loans (See note 15) 
Valuation allowance for 
tax assets (20.8) 
Other. net = 
Income tax (provision) 
benefit cane i $ 28.5 


Federal, state, local and foreign taxes have not been 
provided on approximately $145.4 million of 
undistributed earnings of certain foreign subsidiaries, 
as such earnings are expected to be retained 
indefinitely by such subsidiaries for reinvestment. The 
distribution of these earnings would result in additional 
foreign withholding taxes of approximately $11.2 
million and additional federal income taxes to the 
extent they are not offset by foreign tax credits. It is 
not practicable to estimate the total tax liability that 
would be incurred upon such a distribution. 


6. Acquisitions 


During 2000, Grace completed six acquisitions for cash 
consideration of $49.0 million and an obligation related 
to intangible assets of $19.6 million. During 1999, 
Grace completed one acquisition for all cash. All 
acquisitions were accounted for under the purchase 
method of accounting. The results of operations of 
each acquisition are included in the Consolidated 
Financial Statements from the date of each acquisition. 
Pro-forma results of operations have not been 
presented because the effects of these acquisitions were 
not material on either an individual or aggregate basis. 


7. Other Income 


Components of other income are as follows: 


Other Income 
(Dollars in millions) | 1998 

Net gain on settlement of 
notes receivable 

Investment income 

Gain on disposal of 
asscts. 

Tolling revenue 

Interest income 

Other miscellancous 
income 
Total 


8. Comprehensive (Loss) Income 


The tables below present the pre-tax, tax and after tax 
components of Grace’s other comprehensive (loss) 
income for the years ended December 31, 2000, 1999 
and 1998 


Year Ended Tax 
December 31. 2000 Pre-tax (Expense) 
(Dollars in millions) Amount Benefit 
Unrealized (loss) on security 
Change in unrealized 
appreciation during year $ (8.0) 
Reclassification adjustment 
for gains realized in net 
income (19.0) 
Net unrealized gains (27.0) 
Minimum pension liability 
adjustments (2.2 
Foreign currency translation 
adjustments | (34.1) | 
Other comprehensive loss $ (63.3 


Year Ended 
December 31, 1999 (Expense) 
(Dollars in millions) Benefit 
Unrealized gains on security 
Change in unrealized 
appreciation during year $ 5 $ (4.0) 
Reclassification adjustment 
for gains realized in net 
income 33 
Net unrealized gains 
Minimum pension liability 
adjustments 
Foreign currency translation 
adjustments (19.3) | _| 9.3) 
Other comprehensive loss § (12.7) | $ (2.3) $ (15.0) 


Year Ended Tax After 
December 31, 1998 Pre-tax (Expense) Tax 
(Dollars in millions) Amount Benefit Amount 
Unrealized gains on security: 
Change in unrealized 

appreciation during year. $ 29.5 $ (10.3) $ 19.2 
Reclassification adjustment 

for gains realized in net 

income ss { (4.1) LiA® ical} (2 
Net unrealized gains 25.4 (8.9) 
Minimum pension liability 

adjustments (20.0) 94 (10.6) 
Foreign currency translation 

adjustments.......... : (7.2) [ - (7.2 
Other comprehensive loss $ (1.8) 
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9. Other Balance Sheet Accounts 


ee EEEEEEEEEEE NEESER 


(Dollars in millions) 


Notes and Accounts Receivable, net 

Trade receivables. less allowance of $3.9 
(1999 - $3.8) ‘ 

Other receivables. less allowances of $0.5 
(1999 - $0.3). 


Inventories “? 
Raw materials 


In process 

Finished products 

General merchandise 

Less: Adjustment of certain 
inventories to a last-in/first-out 
(LIFO) basis 


(29.3) 


$ 


1999 


165.7 


27.9 


(1) Inventories valued at LIFO cost comprised 50.1% of total 
inventories at December 31, 2000 and 45.5% at December 31, 


1999. 


Other Assets 

Plan assets in excess of defined benefit 
pension obligation 

Unamortized costs of overfunded 
pension plans 

Deferred charges 

Long-term receivables. less allowances 
of $0.8 (1999 - $0.8) 

Investments in unconsolidated affiliates 


Patents. licenses and other intangible 
assets 


Other Current Liabilities 

Retained obligations of divested 
businesses : 

Accrued compensation 

Costs of business restructurings 

Environmental remediation 

Deferred compensation 

Accrued interest 

Other accrued liabilities 


Other Liabilities 

Other postretirement benefits 

Environmental remediation 

Defined benefit obligations in excess 
of pension plan assets 

Unamortized costs of underfunded 
pension plans 

Deferred compensation 

Long-term self insurance reserve 

Retained obligations of divested 
businesses : 

Taxes payable. including interest 

Other accrued liabilities 


189.1 
138.7 


167.8 


(36.0) 
95 
5.6 


10.9 
103.0 
27.0 
615.6 


$ 


$ 


298.9 


(27.6) 
52.4 


2014 
171.6 


161.8 
(33.1) 


32.1 
78 


10. Properties and Equipment 


Properties and Equipment 
(Dollars in millions) 
Buildings ................ ‘ 
Information technology equipment 


2000 
16.3 $ 
329.6 
67.5 
1,076.5 
47.2 
1,537.1 


1999 
18.7 
330.9 
63.2 
1.061.0 
51.8 
1.525.6 


Machinery. equipment and other ......... 

Projects under construction zacllh 

Properties and equipment. gross..... 
Accumulated depreciation and 

amortization .... wpa 
equipment. net 


(908.3) 
S$ 617.3 


(935.4) 
S$ 601.7 


Interest costs are incurred in connection with the 
financing of certain assets prior to placing them in 
service. Grace capitalized interest costs for continuing 
operations of $1.0 million in 2000, $0.8 million in 
1999, and $2.8 million in 1998. Depreciation and lease 
amortization expense relating to properties and 
equipment amounted to $84.6 in 2000, $86.6 million in 
1999 and $89.6 million in 1998. Grace's rental 
expense for operating leases amounted to $18.0 million 
in 2000, $15.6 million in 1999 and $15.7 million in 
1998. See Note 15 for information regarding 
contingent rentals. 


At December 31, 2000, minimum future payments for 
operating leases were (dollars in millions): 


Minimum Future Payments under Operating Leases 
2001 a . S$ 10.2 
2002 9.2 
2003..... 9.0 
2004., 8.7 
2005 8.7 
Total minimum lease payments 


The above minimum lease payments are net of 
anticipated sublease income of $13.5 million in 2001, 
$13.6 million in 2002, $6.9 million in 2003, $1.8 
million in 2004 and $0.7 million in 2005 
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11. Life Insurance 


Grace is the beneficiary of life insurance policies on 
certain current and former employees with benefits in 
force of approximately $2,286 million and a net cash 
surrender value of $104.3 million at December 31, 
2000. The policies were acquired to fund various 
employee benefit programs and other long-term 
liabilities and are structured to provide cash flow 
(primarily tax-free) over an extended number of years. 
The following table summarizes activity in these 
policies for 2000 and 1999: 


Activity Summary — 
Life Insurance 


|_(Dollars in millions) 2000 1999 1998 
Earnings on policy assets $ 368 |$ 316 | $ 338 
Interest on policy loans (30.4) (29.5) (30.8) 
Policy loan repayments 5.2 34 16 
Annual premiums. 25 2.4 38 
Other activity (3.3) 04 


Change in net cash value $ 88 


Gross cash value 


$ 452.4 


Principal ~ policy loans (325.8) (331.0) | (334.3) 
Accrued interest — policy loans (22.3) (19.8) 
Net cash value. $ 104.3 | $ 816 


Insurance benefits in force 
Tax-free proceeds received 


$ 2,286.0 


Policy loans bore interest at an average annualized rate 
of 9.2% during the year ended December 31, 2000, 
compared to an average of 8.4% for the year ended 
December 31, 1999. Policy assets are invested 
primarily in general accounts of the insurance carriers 
and earned returns at average annualized rates of 8.2% 
for 2000 and 7.3% for 1999. 


The Company’s financial statements display income 
Statement activity and balance sheet amounts on a net 
basis, reflecting the contractual interdependency of 
policy assets and liabilities. 


12. Debt and Extraordinary Item 


Components of Debt 

(Dollars in millions) 

Short-Term Debt 

Bank borrowings (6.9% weighted 
average interest rate at December 
31. 2000) (1)... teeta | 9 $00.0 

8.0% Notes Due 2004 (3) ee 5.7 

7.75% Notes Due 2002 (3)... 2.0 

Other short-term borrowings (2)...... 14.2 


Long-Term Debt 

Bank borrowings (5.6% weighted 
average interest rate at December 
31. 1999) (1)... 

8.0% Notes Due 2004 (3) 

7.4% Notes Due 2000 (3) 

7.75% Notes Due 2002 (3) 

Sundry indebtedness with various 
maturities through 2004 


Full-year weighted average interest 
rates on total debt (4) 


(1) Under bank revolving credit agreements in effect at December 31, 
2000, Grace could borrow up to $500.0 million at interest rates based 


upon the prevailing prime, federal funds and/or Eurodollar rates. Of 


that amount, $250.0 million was available under short-term facilities 
expiring, unless extended, in May 2001, and $250.0 million was 
available under a long-term facility expiring in May 2003. As a result 
of the Filing, Grace is in default of the bank revolving credit 
agreements and accordingly, the balance has been reported as short- 
term debt. 

(2) Represents borrowings under vartous lines of credit and other 
miscellaneous borrowings, primarily of non-U.S, subsidiaries. 

(3) During 1994, Grace sold $300.0 million of 8.0% Notes Due 2004 at an 
initial public offering price of 99.794% of par, to vield 8.0%, during 
1993, Grace sold at par $300.0 million of 7.4% Notes Due 2000; and 
during 1992, Grace sold at par $150.0 million of 7.75% Notes Due 
2002. Interest on these notes is payable semiannually, and the notes 
may not be redeemed prior to maturity; however, Grace has 
repurchased notes from time to lime in response to unsolicited offers. 
As a result of the Filing, Grace is in default on the Notes and 
accordingly, the balance has been reported as short-term debt. 

(4) Computation includes interest expense allocated to discontinued 
operations (primarily the Packaging Business) and excludes interest 
expense and related financing costs related to the Company's 
receivables financing program. 


On February 1, 2000, Grace refinanced the 7.4% Notes 
Due 2000 using the long-term credit facility expiring 
May 2003. As a result of the Filing, all of the 
Company’s debt is callable and therefore not subject to 
scheduled maturities. 


The amounts of interest expense allocated to 
discontinued operations (primarily the Packaging 
Business) were $13.3 million in 1998, _ Interest 
payments amounted to $23.7 million in 2000, $8.2 
million in 1999 and $47.1 million in 1998, including 
amounts allocated to discontinued operations. 


As discussed in Notes | and 4 above, Grace received a 
cash transfer of $1,256.6 million in connection with the 


Spin-off and Merger. Grace used the transferred funds 
to repay substantially all of its debt. On March 31, 
1998, Grace used $600.0 million of the cash transfer to 
repay bank borrowings. On April 1, 1998, Grace 
repaid $611.3 million principal amount of 8.0% Notes 
Due 2004, 7.4% Notes Due 2000 and 7.75% Notes 
Due 2002 (collectively, Notes), pursuant to a tender 
offer that expired on March 27, 1998. On April 1, 
1998 Grace also repaid $3.5 million principal amount 
of Medium-Term Notes, Series A (MTNs) and $6.0 
million of sundry indebtedness. 


As a result of this early extinguishment of debt, Grace 
incurred a pre-tax charge of $56.4 million ($35.3 
million after-tax, or a basic and diluted loss per share of 
$0.47) for premiums paid in excess of the Notes’ 
principal amounts and other costs incurred in 
connection with the purchase of the Notes and MTNs 
(including the costs of settling related interest rate 
swap agreements). These costs are presented as an 
extraordinary item in the Consolidated Statement of 
Operations. 


13. Financial Instruments 


Debt and Interest Rate Swap Agreements 


Grace had no outstanding financial derivative 
instruments at December 31, 2000. 


In conjunction with the Packaging Business transaction 
(see Notes | and 4), Grace settled substantially all of its 
debt and accordingly, also terminated all outstanding 
interest rate swap agreements. In addition, deferred 
gains on interest rate agreements associated with the 
debt retired were also recognized. The cost of 
terminating the interest rate swap positions was $22.8 
million. The deferred gains recognized were $15.1 
million and are included in the extraordinary loss from 
early extinguishment of debt found in the Consolidated 
Statement of Operations for the year ended December 
31, 1998. 


Fair Value of Debt and Other Financial Instruments 


At December 31, 1999, the fair value of Grace’s long- 
term debt approximated the recorded value $123.2 
million. Fair value is determined based on expected 
future cash flows (discounted at market interest rates), 
quotes from financial institutions and other appropriate 
valuation methodologies. The estimates of fair value 
are not necessarily indicative of the costs of the offer to 
purchase the Notes and the purchase of the MTNs. At 
December 31, 2000 and 1999, the recorded values of 


other financial instruments such as cash, short-term 
investments, trade receivables and payables and short- 
term debt approximated their fair values, based on the 
short-term maturities and floating rate characteristics of 
these instruments. 


Sale of Accounts Receivable 


Prior to the Filing, Grace sold, on an ongoing basis, an 
approximate $100 million pool of its eligible trade 
accounts receivable to a multi-seller receivables 
company (the “conduit”) through a wholly owned 
bankruptcy-remote special purpose subsidiary (the 
“SPS”). Upon sale of the receivables, the SPS held a 
subordinated retained interest in the receivables. The 
estimated fair value of the subordinated interest, 
excluding allowance for doubtful accounts, was $33.2 
million at December 31, 2000 and $28.1 million at 
December 31, 1999, and was included in other current 
assets. Under the terms of the agreement, new 
receivables are added to the pool as collections reduce 
previously sold _ receivables. Grace _ services, 
administers and collects the receivables on behalf of 
the SPS and the conduit. Cash remittances, net of 
proceeds received from the conduit, during 2000 were 
$17.0 million. Proceeds received from the conduit, net 
of cash remittances, since program inception 
aggregated $56.3 million. The proceeds were used for 
the reduction of other short-term obligations and are 
reflected as operating cash flows in the Consolidated 
Statement of Cash Flows. Grace has recorded net 
losses of $5.0 million in 2000 and $3.9 million in 1999 
from the corresponding sales to the conduit. Due to the 
Filing, Grace is no longer selling receivables to the 
conduit. 


Credit Risk 


Trade receivables potentially subject Grace to credit 
risk, given concentrations in the petroleum and 
construction industries. Grace’s credit evaluation 
policies, relatively short collection terms and minimal 
credit losses mitigate credit risk exposures. Grace does 
not require collateral for its trade accounts receivable. 


14. Restructuring Costs and Asset Impairments 


Restructuring Costs 


During 2000, Grace recorded a net reduction of 
previous restructuring charges of $3.9 million to 
account for new information related to sublease 
agreements that lowered previously reserved lease 
termination costs. This amount is reported in “Selling, 


general and administrative expenses” in the 
Consolidated Statement of Operations. 


During 1999, Grace recorded a net restructuring charge 
of $2.6 million ($1.7 million after tax) in continuing 
operations. In the first quarter, a restructuring charge of 
$4.3 million ($2.8 million after tax) was recorded for 
additional severance cost directly related to the 
productivity effectiveness program implemented in the 
fourth quarter of 1998 (discussed below). The 
testructuring charge was offset by the reversal of $1.7 
million of prior period restructuring charges primarily 
related to the execution of a sublease agreement for 
previously reserved lease termination costs. Such 
amounts are reported in “Selling, general and 
administrative expenses” in the Consolidated Statement 
of Operations. 


In the fourth quarter of 1998, Grace recorded a net 
restructuring charge of $19.8 million ($13.3 million 
after tax) in continuing operations related to the 
implementation of a productivity effectiveness program. 
This program was designed to increase Grace’s overall 
administrative and operating effectiveness, thereby 
reducing costs. These charges consisted primarily of 
severance costs associated with the reduction of 
approximately 350 salaried employees and 
approximately 70 hourly employees at the business units 
and within the corporate organization. During 1999, it 
was determined that the actual number of employees to 
receive severance costs would be 418. Of this 418, 17 
employees are scheduled to receive full cash payments 
in 2001. Also included in this charge was a provision 
for the severance costs of approximately 60 employees 
for the Boca Raton, Florida office, as Grace relocated its 
headquarters to the Davison Chemicals offices in 
Columbia, Maryland. Of this 60, 18 remaining 
employees are scheduled to receive full cash payments 
in 2001. The restructuring charge was offset by the 
reversal of $5.9 million of prior period restructuring 
charges related primarily to the decision not to close 
certain office facilities that will now be used by the 
relocated headquarters and to management’s 
reevaluation of plans to close certain other facilities 
subsequent to the Spin-off and Merger (see Notes | and 
4). 


The components of the restructuring charges recorded 
in 2000, 1999 and 1998, spending and other activity 
during those years, and the remaining reserve balances 
included in “Other current liabilities” and “Other 
liabilities” at December 31, 2000 and 1999, were as 
follows: 


Employee 
Termi- 

Restructuring Charges nation 

(Dollars in millions) Costs 


1998 

Restructuring reserve at December 31, 
1997... FetoNens fens titanate 

Provisions recorded in continuing 
OPCTALIONS 00.0... ecsseteesssssesssenereess 

Reversal of prior period restructuring 
reserves, i 

GSAS PAYIMICMIB as sesscessssssvesssecdvevssseviees 

Restructuring reserve at December 31, 
1998 ‘ 

1999 

Provisions recorded in continuing 
operations... Ars y 

Reversal of prior period restructuring 
Feserves..., if is - 

Cash payments................ . ic (19.0) 


Restructuring reserve at December 31, 
1999 

2000 

Reversal of prior period restructuring 
reserves,..., é § $ (3.9) 


Cash payment ............cc.0.00000 (7.4) 


Restructuring reserve at December 31, 
2000 


15. Commitments and Contingent 
Liabilities 
eee eae 


Environmental 


Grace is subject to loss contingencies resulting from 
extensive and evolving federal, state, local and foreign 
environmental laws and regulations relating to the 
generation, storage, handling, discharge and disposition 
of hazardous wastes and other materials. Grace accrues 
for anticipated costs associated with investigatory and 
remediation efforts where an assessment has indicated 
that a liability has been incurred and the amount of loss 
can be reasonably estimated. These accruals do not 
take into account any discounting for the time value of 
money. At December 31, 2000, Grace’s liability for 
environmental investigatory and remediation costs 
related to continuing and discontinued operations 
totaled $174.9 million, as compared to $215.5 million 
at December 31, 1999. In the fourth quarter of 1998, 
Grace entered into a settlement with one of its 
insurance carriers which provided for a $57.6 million 
($37.4 million after tax) lump-sum cash payment to 
Grace for previously incurred costs related to 
environmental remediation. Also during the fourth 
quarter of 1998, Grace recorded a $19.4 million ($12.6 
million after tax) charge to reflect a change in the 
environmental remediation strategy for a particular site. 
The 1998 activity reflects a net pre-tax benefit of $38.2 


million ($24.8 million after tax) related to 
environmental issues. 


Grace’s environmental liabilities are reassessed 
whenever circumstances become better defined or 
remediation efforts and their costs can be better 
estimated. These liabilities are evaluated quarterly, 
based on currently available information, including the 
progress of remedial investigation at each site, the 
Current status of discussions with regulatory authorities 
regarding the method and extent of remediation at each 
site, existing technology, prior experience in 
contaminated site remediation and the apportionment 
of costs among potentially responsible parties. As 
some of these issues are decided (the outcomes of 
which are subject to uncertainties) or new sites are 
assessed and costs can be reasonably estimated, Grace 
will continue to review and analyze the need for 
adjustments to the recorded accruals. However, Grace 
believes that it is adequately reserved for all probable 
and estimable environmental exposures.  Grace’s 
classification of its environmental reserves between 
current and noncurrent liabilities is based on expected 
future cash outlays. 


Grace is in litigation with two excess insurance carriers 
regarding the applicability of the carriers’ policies to 
Grace’s environmental remediation costs. The 
outcome of such litigation, as well as the amounts of 
any recoveries that Grace may receive, is presently 
uncertain. Accordingly, Grace has not recorded a 
receivable with respect to such insurance coverage. 


Grace made cash payments of $47.2 million in 2000, 
$25.0 million in 1999 and $36.9 million in 1998 to 
remediate environmentally impaired sites. These 
amounts have been charged against previously 
established reserves 


In February 2000, a putative class action lawsuit was 
filed in U.S. District Court in Missoula, Montana 
against Grace on behalf of all owners of real property 
situated within 12 miles of Libby, Montana that are 
improved private properties. The action alleges that 
the class members have suffered harm in the form of 
environmental contamination and loss of property 
rights resulting from Grace’s former vermiculite 
mining and processing operations. The complaint 
seeks remediation, property damages and punitive 
damages. While Grace has not completed its 
investigation of the claims, and therefore is not able to 
assess the extent of any possible liability related to this 
lawsuit, it has no reason to believe that its former 
activities caused damage to the environment. or 


property. 


In October 2000, a putative class action lawsuit was 
filed in the 4" District Court of Minneapolis, 
Minnesota, against Grace on behalf of all owners of real 
property situated near a former vermiculite processing 
plant in Northeast, Minneapolis. The action alleges that 
the class members have suffered harm in the form of 
environmental contamination and loss of property rights 
resulting from the former vermiculite processing 
operations. The complaint seeks remediation, property 
damages, and punitive damages. These activities are 
not expected to result in material liability to Grace 


Contingent Rentals 


Grace is the named tenant or guarantor with respect to 
leases entered into by previously divested businesses. 
These leases, some of which extend through the year 
2017, have future minimum lease payments 
aggregating $120.0 million, and are fully offset by 
anticipated future minimum rental income from 
existing tenants and subtenants. In addition, Grace is 
liable for other expenses (primarily property taxes) 
relating to the above leases; these expenses are paid by 
tenants and subtenants. Certain of the rental income 
and other expenses are payable by tenants and 
subtenants that have filed for bankruptcy protection or 
are otherwise experiencing financial difficulties. Grace 
believes that the risk of significant loss from these 


lease obligations is remote. 


Income Taxes 


The Internal Revenue Service (IRS), on a 
comprehensive national level, is challenging the 
deductibility of interest on policy loans related to 
corporate owned life insurance (COLI) policies for 
years prior to January 1, 1999. In 2000 Grace paid 
$21.2 million of tax and interest related to this issue for 
tax years 1990-1992. Subsequent to 1992, Grace 
deducted approximately $163.2 million in interest 
attributable to COLI policy loans. Grace filed a claim 
for refund of the amount paid to date and will contest 
any future IRS assessments on the grounds that these 
insuraiice policies and related loans had, and continue 
to have a valid business purpose, that the COLI policies 
have economic substance and that interest deductions 
claimed were in compliance with tax laws in effect at 
the time. 


Subsequent to year-end, a U. S. District Court ruling, 
American Electric Power, Inc. vs. United States, denied 
interest deductions of a taxpayer in a similar situation. 
Until this ruling, Grace’s accounting reflected its 
estimate of resolution in connection with ongoing tax 
examinations. Accordingly, Grace has recorded an 


additional accrual of $75.0 million (net of tax benefits) 
for additional tax exposure and related interest through 
2000. 


The IRS also has assessed additional federal income tax 
withholding and Federal Insurance Contributions Act 
taxes plus interest and related penalties for calendar 
years 1993 through 1995 related to a subsidiary of 
Grace that formerly held a majority interest in CCS. 
The assessments, aggregating $21.8 million, were made 
in connection with a meal and incidental expense per 
diem plan for travelling healthcare personnel which was 
in effect through 1999. In July 1999, Grace sold 
substantially all of its interest in CCS but retained the 
potential tax liability. The matter is currently pending 
in the U.S. Court of Claims. 


Grace has received notification from a foreign taxing 
authority assessing tax deficiencies plus interest 
relating to the purchase and sale of foreign bonds in 
1989 and 1990. This assessment, totaling $10.5 
million, is related to the Bekaert Group, which Grace 
sold in 1991 but retained liability for tax deficiencies 
attributable to tax periods prior to the sale. The matter 
is currently before the foreign tax authorities, where 
protests have been filed, but no decision has been 
tendered. 


Fraudulent Conveyance 


Grace and one of its subsidiaries have been named in a 
Putative class action suit alleging that the 1996 
Teorganization involving a predecessor of Grace and 
Fresenius A.G. and the 1998 reorganization involving a 
predecessor of Grace and Sealed Air Corporation were 
fraudulent transfers. The suit is alleged to have been 
brought on behalf of all individuals who presently have 
lawsuits on file that are pursuing personal injury or 
wrongful death claims against any of the defendants. 
The other defendants in the suit have all asserted 
claims against Grace for indemnification. Grace 
believes that the suit is without merit. 


Accounting for Contingencies 


Although the outcome of each of the matters discussed 
above cannot be predicted with certainty, Grace has 
assessed its risk and has made accounting estimates as 
required under generally accepted accounting 
principles 


16. Shareholders’ Equity (Deficit) 


Under its Certificate of Incorporation, the Company is 
authorized to issue 300,000,000 shares of common 
stock, $.01 par value. Of the common stock unissued 
at December 31, 2000, approximately 14,000,000 
shares were reserved for Issuance pursuant to stock 
options and other stock incentives. The Certificate of 
Incorporation also authorizes 53,000,000 shares of 
preferred stock, $.01 par value, none of which has been 
issued. 3,000,000 of such shares have been designated 
as Series A Junior Participating Preferred Stock and are 
reserved for issuance in connection with the 
Company’s Preferred Stock Purchase Rights (Rights). 
A Right trades together with each outstanding share of 
common stock and entitles the holder to purchase one 
hundredth of a share of Series A Junior Participating 
Preferred Stock under certain circumstances and 
Subject to certain conditions. The Rights are not and 
will not become exercisable unless and until certain 
events occur, and at no time will the Rights have any 
voting power. 


In April 1998, the Company’s Board of Directors 
approved a program to repurchase up to 20% of the 
Company’s outstanding shares in the open market 
(approximately 15,165,000 shares). In total, the 
Company acquired 15,167,100 shares of common stock 
for $212.6 million under the program (at an average 
price per share of $14.01), During the year ended 
December 31, 2000, the Company acquired 3,061.800 
shares of common stock for $35.1 million under the 
program (at an average price per share of $11 45). In 
January 1999, Grace retired 5,476,800 shares of 
treasury stock with a cost basis of $88.4 million 


In May 2000, the Company’s Board of Directors 
approved a program to repurchase up to 12,000,000 of 
the Company’s outstanding shares in the open market 
During the year ended December 3 I, 2000, the 
Company acquired 1,753,600 shares of common stock 
for $12.2 million under the program (an average price 
per share of $6.98). 


In 1997, Grace established a trust to fund certain 
deferred employee incentive compensation and 
nonemployee director compensation and _ benefits 
Prior to the Packaging Business transaction discussed 
in Notes | and 4, the trust held only shares of Grace. 
Subsequent to the transaction, the trust held shares of 
Common Stock of the Company (classified as a 
component of Shareholder’s Equity in the Consolidated 
Balance Sheet) and New Sealed Air common and 
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convertible 


preferred stock The trust held 
approximately 8,800 shares of New Sealed Air 
common stock and approximately 7,800 shares of New 
Sealed Air convertible preferred stock on December 
31, 1999 with a fair market value of $0.9 million, 
which is classified as a component of “other assets” in 
the Consolidated Balance Sheet During 2000, these 
shares were sold and the proceeds were used to 
purchase shares of Common Stock of the Company. At 
December 31, 2000, the trust holds only shares of 
Company Common Stock and accordingly the cost of 
those shares and the related liability are reported as a 
component of equity in the Consolidated Balance 
Sheet. 


17. (Loss) Earnings Per Share 


The following table shows a reconciliation of the 
numerators and denominators used in calculating basic 
and diluted (loss) earnings per share from continuing 
operations. 


Earnings Per Share 
(Amounts in millions, 


(Restated) 


except per share amounts) | ___2000_ 1999 1998 
Numerators 
(Loss) income from 

continuing operations S (89.7) $(194.7) 


Denominators 

Weighted average 
common shares 
calculation 

Effect of dilutive 
securities employee 
compensation-related 
shares 

Weighted average 
common shares 
diluted calculation 

Basic (loss) earnings per 
share 

Diluted (loss) earnings 
Per SHALE ........seceeceeee 


basic 


66.8 70,7 74.6 


$ (2.61) 


Re (2.61) 


As a result of the 2000 and 1998 losses from 
continuing operations, approximately 800,000 and 
3,470,600, respectively, of employee compensation- 
related shares, primarily stock options, were excluded 
from the diluted loss per share calculation because their 
effect would be antidilutive Additionally, stock 
options that could potentially dilute basic loss per share 
in the future that were excluded from the computation 
of diluted loss per share, because their exercise prices 
were greater than the average market price of the 
common shares, averaged approximately 9.4 million in 
2000, 3.1 million in 1999 and 2.2 million in 1998 


S$ (1.34) 


ha 


18. Stock Incentive Plans 


Each stock option granted under the Company’s stock 
incentive plans has an exercise price equal to the fair 
market value of the Company’s common stock on the 
date of grant. Options become exercisable at the time 
or times determined by a committee of the Company’s 
Board of Directors and may have terms of up to ten 
years and one month. The following table sets forth 
information relating to such options, as so adjusted, 
during 2000, 1999 and 1998: 


Stock Option Activity 1998 


Average 
Number Exercise 
of Shares Price 


Balance at beginning of year 20.266.927 | $ 811 
Options granted 3.316.826 19,12 
Options exercised (7.351.329) 6.95 
Options terminated or canceled (1.942.554) 11,00 
Balance at end of year 14.289.870 10.87 
Exercisable at end of year...... 
199! 


Balance at beginning of year 14.289.870 | $ 10.87 
Options granted 2.332.290 13.21 
Options exercised (3.811.493) 7.30 
Options terminated or canceled (280.380) 16.21 


Balance at end of year. 12,530,287 


Exercisable at end of year. 9,212,495 


Balance at beginning of year 12,530,287 
Options granted 2,555,000 
Options exercised (779,863) 
Options terminated or canceled (300,215) 

Balance at end of year.. 14,005,209 


At December 31, 2000, 6,051,813 shares were 
available for additional grants. Currently outstanding 


options expire on various dates through November 
2009. 


Following is a summary of stock options outstanding at 
December 31, 2000: 


Stock Options Outstandin, 


Weighted- 
average Number | Weighted- 
Number Remaining Exercisable average 
Outstanding | Contractual at Exercise 
at 12/31/00 Life 12/31/00 Price 
2,596,851 4.01 s 2.568.351 |S 6.13 
8.155.366 174 4.454.780 11,57 
642.526 8.32 360,515 16.65 
2.610.466 8.02 ! 2.002.893 19.47 
14.005.209 7.13 9.386.539 |S 11.96 


Concurrent with the Packaging Business transaction 
(see Notes | and 4), outstanding options to purchase 
Old Grace common stock that were held by employees 


of the Packaging Business were converted 
into options to purchase common stock of New Sealed 
Air. All other options were converted into options to 
purchase Common Stock of the Company. The number 
of shares covered by the options and the exercise prices 
of such options were adjusted to preserve their 
economic value. 


In 2000, 1999 and 1998, the Company granted a total 
of 25,000, 45,000 and 246,933 shares, respectively, of 
the Company’s Common Stock to certain executives, 
subject to various restrictions. Such shares are subject 
to forfeiture if certain employment conditions are not 
met. For more information, see the Form of Restricted 
Share Award Agreements filed with the Company’s 
Form 10-Q for the quarter ended March 31, 1998. At 
December 31, 2000, restrictions on all prior grants of 
restricted stock, net of forfeitures, lapse as follows: 
2001 — 105,011 shares, 2002 —55,000 shares and 2003 
— 5,000 shares. The fair value of the restricted shares 
at the date of grant is amortized to expense ratably over 
the restriction period 


SFAS No. 123, “Accounting for Stock-Based 
Compensation,” permits the Company to follow the 
measurement provisions of APB Opinion No. 25, 
“Accounting for Stock Issued to Employees,” and not 
recognize compensation expense for its stock-based 
incentive plans. Had compensation cost for the 
Company’s stock-based incentive compensation plans 
been determined based on the fair value at the grant 
dates of awards under those plans, consistent with the 
methodology prescribed by SFAS No. 123, the 
Company’s net income (loss) and related basic 
earnings (loss) per share for 2000, 1999 and 1998 
would have been reduced to the pro forma amounts 
indicated below: 


Proforma Earnings 
Under SFAS No. 123 
(Amounts in millions, 
except per share (Restated) 
amounts) 2000 1999 1998 
Net (loss) income 
As reported S$ (89.7) $ 1359 $ (229.1) 
Pro forma \” (98.5) 128.0 (236.6) 


Basic (loss) earnings per 
share 
As reported S$ (1.34) $ (3.07) 
Pro forma ‘"’ (1.47) (3.17) 
" These pro forma amounts may not be indicative of future income (loss) and 
earnings (loss) per share. 


To determine compensation cost under SFAS No. 123, 
the fair value of each option is estimated on the date of 
grant using the Black-Scholes option pricing model, 


with the following historical weighted average 
assumptions applied to grants in 2000, 1999 and 1998: 


Option Value 
Assumptions 
Dividend yield .. 


Expected volatility 
Risk-free interest rate... 
Expected life (in years 


Based upon the above assumptions, the weighted 
average fair value of each option granted was $6.86 per 
share for 2000, $5.05 per share for 1999 and $6.15 per 
share for 1998. 


19. Pension Plans and Other Postretirement 
Benefit Plans 


Grace maintains defined benefit pension plans covering 
employees of certain units who meet age and service 
requirements. Benefits are generally based on final 
average salary and years of service. Grace funds its 
U.S. pension plans in accordance with U.S. federal 
laws and regulations. Non-U.S. pension plans are 
funded under a variety of methods, as required under 
local laws and customs, and therefore cannot be 
summarized. 


During 1998, Grace made certain amendments to one 
of its domestic pension plans which included offering a 
lump sum settlement option to former Grace employees 
not currently receiving benefits. During the second 
quarter of 1999, a significant number of the lump sum 
offers were settled. In accordance with SFAS No. 88, 
“Employers’ Accounting for Settlements and 
Curtailments of Defined Benefit Plans and for 
Termination Benefits,” the Company recognized a pre- 
tax loss of $11.0 million in connection with these 
settlements. A pre-tax noncash charge of $9.1 million 
($5.7 million after tax) is included in “Income from 
discontinued operations, net of tax” in the Consolidated 
Statement of Operations relating to settlements of the 
lump sum offers with former Packaging Business 
employees. A pre-tax noncash charge of $1.9 million is 
included in “Selling, general and administrative 


expenses” in the Consolidated Statement of Operations 
for settlements relating to former Grace employees not 
associated with the former Packaging Business. 


The Packaging Business transaction also required the 
Company to split certain pension plans and recognize a 
net curtailment loss for other plans. In accordance with 
SFAS No. 88, the Company recognized a pre-tax loss 
of $8.4 million ($5.5 million after tax) in 1998, in 
connection with these plans. This net pre-tax loss is 
included in “Income from discontinued operations, net 
of tax” in the Consolidated Statement of Operations. 


Grace provides certain other postretirement health care 
and life insurance benefits for retired employees of 
specified U.S. units. The retiree medical insurance 
plans provide various levels of benefits to employees 
(depending on their dates of hire) who retire from 
Grace after age 55 with at least 10 years of service. 
These plans are unfunded, and Grace pays the costs of 
benefits under these plans as they are incurred. Grace 
applies SFAS No. 106, “Employers’ Accounting for 
Postretirement Benefits Other Than Pensions,” which 
requires that the future costs of postretirement health 
care and life insurance benefits be accrued over the 
employees’ years of service. 


An amendment to the structure of the retiree-paid 
premiums for postretirement medical benefits was 
approved by Grace’s Board in November 2000. The 
amendment became effective January 1, 2001, and 
requires all retirees and beneficiaries covered by the 
postretirement medical plan to contribute a minimum 
of 20% of the calculated premium for that coverage. 
During 1998, Grace’s Board approved changes to the 
postretirement medical plan. These changes include 
“caps” for pre-65 retirees and post-65 retirees, changes 
in the method used to coordinate with Medicare, and 
changes in deductible and coinsurance levels. 


The following summarizes the changes in benefit 
obligation and fair value of plan assets during the 
period: 


Pension 


Other Post- 
Change in Financial Status of Retirement Plans SS. Non-U.S. Retirement Plans 
(Dollars in millions) 1999 2000 1999 1999 2000 1999 
Change in Benefit Obligation 
Benefit obligation at beginning of year $ 918.7 $ 196.9 § 235.9 $1.1546 | $ 182.7 193.9 
Service cost BEE) 3.8 $.2 E 12.5 0.6 O08 
Interest cost 57:7, 11.4 116 693 14.4 128 
Plan participants’ contributions 0.5 0.7 0.7 - 
Amendments - . 0.1 - -- (20.0) 
Acquisitions/(Divestitures) - - 
Curtailments/settlements recognized gains (3.7) (3.7) = 
Actuarial (gain) loss (42.7) (22.2 (64.9) 22.0 (5.2) 
Benefits paid ‘ F (175.3) (13.1) (188.4) (23.0) (19.6) 
Currency exchange translation adjustments : -- (17.5) (175): -- - 
Benefit obligation at end of year F ‘ $ 765.7 b 196.9 $962.6 | $ 176.7 $182.7 


Change in Plan Assets 
Fair value of plan assets at beginning of year $ 912.1 B 2118 $1,124.0 | $1.123.9 
Actual return on plan assets. r St 156.0 28.9 (30.2) 184.9 
Employer contribution ....., F al 4.7 11.4 Ls 196 
Plan participants’ contribution i - 0.7 0.5 0.7 - 

Benefits paid... : (175.3) (13.9) (90.7) (189.2) (19 6) 
Currency exchange translation adjustment . -- (8.1) (16.5)| (8.1) 
Fair value of plan assets at end of year $ 899.9 $224.1 998.5 | $1.124.0 


Funded status. ck $ 1342 27.2 $ 1614 | $ (176.7) | $ (182.7) 
Unrecognized transition (asset)/obligation (19.3) Y O8 (18.5) - - 
Unrecognized actuarial loss (gain) ys 94 (20.1) (10.7) 61.9 42.1 
Unrecognized prior service cosv(benefit) 28.9 u 5.6 345 
Net amount recognized $ 153.2 p35 $166.7 


Amounts recognized in the Consolidated Balance 

Sheet consist of: 
Assets in excess of pension obligation $ 127.9 $ 198.5 $ 1004 $ 200.1 | $ 298.9 
Unamortized costs of overfunded plans 95.6 (5.0) E 104.7 (27.6) - 
Deferred retirement plan costs (93.3) (87.6) (167.8) (161.8) (176.7) (182.7) 
Unamortized costs of underfunded plans 25.0 24.0 36.0 33.1 (12.4) (18.7) 
Intangible asset 6.9 8.1 ‘ 8.1 8.5 N/A N/A 
Accumulated other comprehensive loss . 17.7 ah 15.2 i 17.9 156 

Net amount recognized ' $ 179.8 $ 153.2 5 5 $_ 199.0 | $ 166.7 


Weighted Average Assumptions as of December 31 
Discount rate : i 8.0% | 2.3-15.0% | 2.3-15.0% 
Expected return on plan assets a - 90 §.0-15.0 5.0-15.0 
Rate of compensation increase ... sedicas winds 45 2.0-14.0 2.0-14.0 


1999 
Components of Net Periodic Benefit (Income) Cost 
(Dollars in millions) 3. .S. US. 
Service cost $ 73 
Interest cost a ef 
Expected return on plan assets (76.0) (19.3) 
Amortization of transition asset (115) (0.2) 
Amortization of prior service cost (benefit) . K 70 03 

Amortization of unrecognized actuarial loss } 39 0.3 

Net curtailment and settlement loss Iho | 
Net periodic benefit (income) cost Ng i $(0.6) q $ 15 


Pension Plans Where Accumulated Benefit Obligations Exceed Plan 
Assets (Dollars in millions) 


Projected benefit obligation 

Accumulated benefit obligation 

Fair value of plan assets 
N/M — Not meaningful 
N/A ~ Not applicable 
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For measurement purposes, a 6.0% rate of increase in 
the per capita cost of covered health care benefits was 
assumed for 2000. The rate was assumed to decrease 
gradually to 5.0% through 2003 and remain at that 
level thereafter. Assumed health care cost trend rates 
have a significant effect on the amounts reported for 
the health care plan. A one-percentage-point increase 
(decrease) in assumed health care cost trend rates 
would increase (decrease) total service and interest 
cost components by $0.1 million and $(0.1) million, 
respectively, and increase (decrease) postretirement 
benefit obligations by $1.0 million and $(1.2) million, 
respectively. 


20. Business Segment Information 


Grace is a global producer of specialty chemicals and 
specialty materials. It generates revenues from two 
business segments: Davison Chemicals and 
Performance Chemicals. Performance Chemicals was 
formed in 1999 by combining the previously separate 
business segments of Grace Construction Products and 
Darex Container Products. These businesses were 
consolidated under one management team to capitalize 
on infrastructure synergies from co-location of 
headquarters and production facilities around the 
world. Davison Chemicals produces a variety of 
catalysts and silica products. Performance Chemicals 
produces specialty construction chemicals, building 
materials and container protection _ products. 
Intersegment sales, eliminated in consolidation, are not 
material. The table below presents information related 
to Grace’s business segments for 2000, 1999 and 1998; 
in connection with the adoption of SFAS No. 131, 
“Disclosure about Segments of an Enterprise and 
Related Information,” only those corporate expenses 
directly related to the segment are allocated for 
reporting purposes. All remaining corporate items are 
reported separately and labeled as such. 


Business Segment Data 
(Dollars in millions) 2000 1999 1998 


Net Sales 
Davison Chemicals 783.9 § 751.1 $ 761.4 
Performance Chemicals 813.5 799.8 784.8 
Total... ‘ 1,597.4 1.550.9 $1.546.2 


Pre-tax Operating 
Income 

Davison Chemicals 

Performance Chemicals 

Total 


Depreciation and 

Amortization 
Davison Chemicals 
Performance Chemicals 
Total 


Capital Expenditures 
Davison Chemicals s $ $ 60.5 
Performance Chemicals 39.5 
Total § 5 100.0 


Total Assets 
Davison Chemicals ..., $ 590.3 $ 603.7 
Performance Chemicals 478.3 459.9 
Total $ $ 1.068.6 $1.063.6 


The table below presents information related to the 
geographic areas in which Grace operated in 2000, 1999 
and 1998. 


Geographic Area Data 
(Dollars in millions) 2000 1999 1998 
Net Sales 
United States. S$ 825.6 $ 783.5 | $ 793.5 
Canada and Puerto Rico 34.4 32.6 33.1 
Germany 270.9 290.7 267.2 
Europe. other than Germany 145.9 156.6 157.0 
Asia Pacific 216.8 205.7 205.9 
Latin America 103.8 | 818 89.5 
Total $ 1,597.4 550.9 $ 1,546.2 


Properties and Equipment, 
net 
United States $ 408.3 $ 399.0 | $ 4233 
Canada and Puerto Rico 19.9 20.8 20.1 
Germany 4 61.5 713 84.7 
Europe. other than Germany 39.6 46.8 53.9 
Asia Pacific.. 54.7 619 58.6 
Latin America 17.7 17.5 20.8 
Total 601.7 617.3 $ 661.4 


$ 


Pre-tax operating income, depreciation and amortization, 
capital expenditures and total assets for Grace’s business 
segments are reconciled below to amounts presented in 
the Consolidated Financial Statements. 


Reconciliation of Business 
Segment Data to Financial 
Statements (Restated) | (Restated) 
(Dollars in millions) 2000 1999 | 1998 
Pre-tax operating income — 
operating segments $ 227.1 | $ 2301 | $ 1856 
Gain on note receivable - 18.5 - 
Gain on disposal of assets 5.5 13.6 - 
Provision for environmental 
charges. net - - 38.2 
Provisions relating to 
asbestos-related liabilities 
and insurance coverage (208.0) - (376.1) 
Interest expense and related 
financing costs ....... (28.1) (16.1) (19.8) 
Corporate operating costs (40.0) (52.0) (53.8) 
Other. net 23.8 93) pAil 
(Loss) income from 
continuing operations 
before income taxes 
Depreciation and amortization 
— operating segments $ 865 | $ 88.0 |$ 896 
Depreciation and amortization 
~ corporate. ee: 13 1.2 
Total depreciation and 
amortization 
Capital expenditures — 
operating segments $ 620 |$ 787 |$ 100.0 
Capital expenditures — 
corporate 2.8 
Total capital expenditures. 
Total assets — operating 
segments a S1j1114 | $1.068.6 | $1.063.6 
Total assets — corporat 615.1 595.9 571.0 
Asbestos-related receivables 372.0 371.4 443.0 
Deferred tax assets 487.2 440.0 470.4 
Net assets of discontinued 


19.7 


3.8 09 
100.9 


Operations (0.8) (0.8) 8.3 
Total assets $ 2,584.9 | $2.475.1_ | $ 2.5563 
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Quarterly Summary and Statistical Information (Unaudited) 
(Dollars in millions, except per share) 


March 31 June 30 September 30_| December 31 


2000 
Net sales (1) 384.7 405.1 $ 415.7 391.9 
Cost of goods sold and operating expenses (/) 231.8 239.8 252.4 249.9 
Income (loss) from continuing operations 24.2 34.6 34.1 (182.6) 
Net income (loss) 24.2 34.6 34.1 (182.6) 


Net income per share: (2) 
Basic earnings per share: 
Continuing operations... (2.80) 
Net income (loss) (2.80) 
Diluted earnings per share: 
Continuing operations 0.51 (2.80) 
Net income (loss) ; 0.5 (2.80) 


7"Iy 
1 ‘he 
3°hs 


1999 (3) 

Net sales (/) 

Cost of goods sold and operating expenses (/) 
Income from continuing operations 
Netincome.....1..5...d.etss00: 


Net income per share: (2) 
Basic earnings per share 
Continuing operations.... 
Net income................. 
Diluted earnings per share: 
Continuing operations ; 
INEEAICOMIO Stan crsties. «cf enced teem Meme, 


Market price of common stock: (+) 


The net sales and cost of goods sold amounts presented above reflect a reclassification of freight costs and sales commissions (previously shown as a 
reduction of sales) to cost of sales and selling expenses, in accordance with Emerging Issues Task Force Consensus No. 00-10, “Accounting Jor Shipping and 
Handling Revenues and Costs.” 

Per share results for the four quarters may differ from full-vear per share results, as a separate computation of the weighted average number of shares 
outstanding is made for each quarter presented. 

The 1999 quarterly summary and statistical information have been restated to reflect the classification of CCS as discontinued operations, as described in 
Note 4 of the Consolidated Financial Statements 

Principal market: New York Stock Exchange. 


Financial Summary (1) (Dollars in millions, except per share amounts) 


(Restated) T (Restated) 
2000 1999 1998 1997 1996 


Statement of Operations 
Net sales 1,597.4 1.550.9 | $ 1.5462 1,558.9 1,795.5 
Cost of goods sold and operating expenses 973.9 929.3 961.7 969.0 1,060.1 
Depreciation and amortization 87.8 89.2 92.1 94.8 97.3 
Interest expense and related financing costs ; is 28.1 16.1 19.8 212 30.5 
Research and development expenses 45.7 42.4 474 42.4 554 
(Loss) income from continuing operations before income taxes (19.7) 203.4 (223.2) 137.4 183.3 
(Loss) income from continuing operations (89.7) 130.2 (194.7) 85.9 112.9 
Income from discontinued operations (2). - S.7 09 1751 2.744.8 
Net (loss) income... say (89.7) 135.9 (229.1) 261.0 2.857.7 
Financial Position 
GUirentiassets tascascsvncacerseewscrsnersis: 7 773.9 779.8 625.6 b 2175,5 1,774.9 
Current liabilities 1,092.9 769.4 669.8 1357:7 1.4871 
Properties and equipment. net 601.7 617.3 661 4 663 3 1,871 3 
Total assets........ Z * 2,584.9 2.475.1 2.5563 3.769.4 4,945.8 
Total debt 421.9 136.2 113.4 1.072.3 1,388.2 
Shareholders' (deficit) equity = common : . (71.3) | 111 42.1 467.9 632.4 
Cash Flow 
Operating activities nor (121.1) | $ 139.8 | $ (66.9) $ 236.4 | § 223.3 
Investing activities (121.8) 76.7 (114.0) 370.1 2.072.9 
Financing activities ae iu 245.1 (77.5) 196.6 (621.3) (2.267.8) 
Net cash flow... Breesith ren (7.9) 134.5 17.7 (20.7) 200 
Data Per Common Share 
(Loss) income from continuing operations (1.34) | $ 1.84 5 (2.61) } 1.16 b 1,22 
Net (loss) income ..... (1.34) 1.92 (3.07) 3.53 31.06 
Dividends ............... - - - 56 50 
Average common shares outstanding (thousands). 66,800 70.749 | 74.559 73.993 91.976 
Other Statistics 
Dividends paid on common stock ... $ - $ - $ - $ 41.2 | $ 45.6 
Capital expenditures... 64.8 82.5 100.9 258.7 456.6 
Common stock price range (3) 14 ga Bgl 2h MH 1 ie, | 2 ig 10 18 Vig-9 Vy. | 12 Yy~7%4 
Common shareholders of record a 13.215 14.438 15.945 17.415 
Number of employees - continuing operations ............... . 6.300 6,600 6.700 7.100 


(1) Certain prior-vear amounts have been reclassified to conform to the 2000 presentation and to reflect a reclassification of ‘freight costs and sales commissions 
(previously shown as a reduction of sales) to cost of sales and. selling expenses tn accordance with Emerging Issues Task korce Consensus No. 00-10, 
"Accounting for Shipping and Handling Revenues and Cos 
(2) See Note 4 to the Consolidated Financial Statements for additional information. 
(3) Stock prices have been adjusted so that they are on a basis comparable to the stock prices following the disposition of the Packaging Business as 
described in Notes | and 4 to the Consolidated Financial Statements. 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION 


Description of Business 


Grace is engaged in specialty chemicals and specialty 
materials businesses on a global basis. Its principal 
business segments are Davison Chemicals, which produces 
catalysts and silica products, and Performance Chemicals, 
which produces construction chemicals, building materials 
and container products. 


Subsequent Event — Voluntary Bankruptcy Filing 


On April 2, 2001, W. R Grace & Co. and 61 of its United 
States subsidiaries and affiliates, including Grace-Conn. 
(collectively, the “Debtors”), filed voluntary petitions for 
reorganization (the “Filing”) under Chapter 11 of the 
United States Bankruptcy Code (“Chapter 11” or the 
“Bankruptcy Code”) in the United States Bankruptcy Court 
for the District of Delaware (the “Bankruptcy Court”). The 
cases were consolidated and are being jointly administered 
under case numbers 01-1139 through 01-1200. Grace’s 
non-U.S. operating subsidiaries were not a part of the 
Filing 


The Filing was made in response to a sharply increasing 
number of asbestos-related bodily injury claims. These 
claims are discussed in more detail in Note 3 to the 
Consolidated Financial Statements. Under Chapter | 1, the 
Debtors expect to continue to operate their businesses as 
debtors-in-possession under court protection from their 
creditors and claimants, while using the Chapter 11 
process to develop and implement a plan for addressing the 
asbestos-related claims against them 


Background of Filing ~ On January 29, 2001, Grace 
announced that recent developments in asbestos-related 
litigation had led to a fourth quarter charge of $208.0 
million (net of expected insurance recovery). The charge 
was made to account for probable and estimable costs 
related to several adverse developments in Grace’s 
asbestos litigation during 2000, including: a significant 
increase in bodily injury claims; higher than expected 
costs to resolve bodily injury and certain property damage 
claims; and new class-action lawsuits alleging damages 
from a former attic insulation product not previously 
subject to property damage litigation. After this 
adjustment, Grace’s recorded liability for asbestos-related 
litigation at December 31, 2000 is $1,105.9 million gross 
and $733.9 million net of insurance recovery. The 
estimated gross liability represents an undiscounted stream 
of payments in decreasing amounts over approximately 40 
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years. However, due to the Filing and the uncertainties of 
asbestos-related litigation, actual amounts could differ 
materially from the recorded liability. 


Grace also announced on January 29, 2001 that it was 
reviewing the strategic and operating issues associated 
with continuing to defend asbestos litigation through the 
court system versus voluntarily seeking a resolution of 
such litigation through reorganization under Chapter 11. 
As a result of that review, the Board of Directors of Grace 
concluded on April 2, 2001 that a federal court-supervised 
Chapter 11 filing provides the best forum available to 
achieve predictability and fairness in the claims 
settlement process. By filing under Chapter |1, Grace 
expects to be able to both obtain a comprehensive 
resolution of the claims against it and preserve the 
inherent value of its businesses 


Consequence of lviling - As a consequence of the 
Filing, all pending litigation against the Debtors is 
stayed and no party may take any action to realize its 
pre-petition claims except pursuant to order of the 
Bankruptcy Court. It is the Debtors’ intention to 
address all of their pending and future asbestos-related 
claims and all other pre-petition claims in a plan of 
reorganization. However, it is currently impossible to 
predict with any degree of certainty how the plan will 
treat asbestos and other pre-petition claims and the 
impact the Filing and any reorganization plan may 
have on the shares of common stock of Grace. 
Generally, under the provisions of the Bankruptcy 
Code, holders of equity interests may not participate 
under a plan of reorganization unless the claims of 
creditors are satisfied in full under the plan or unless 
creditors accept a reorganization plan that permits 
holders of equity interests to participate. The 
formulation and implementation of the plan of 
reorganization could take a significant period of time 


The accompanying Consolidated Financial Statements 
have been prepared on a going concern basis, which 
contemplates continuity of operations, realization of 
assets and liquidation of liabilities in the ordinary 
course of business. However, as a result of the Filing, 
such realization of certain Debtors’ assets and 
liquidation of certain Debtors’ liabilities are subject to 
significant uncertainty. Further, a plan of 
reorganization could materially change the amounts 
and classifications reported in the consolidated 


financial statements, which do not give effect to any 
adjustments to the carrying value or classification of 
assets or liabilities that might be necessary as a 
consequence of a plan of reorganization. 


All of the Debtor’s pre-petition debt is now in default 
due to the Filing. Accordingly, the accompanying 
Consolidated Balance Sheet as of December 31, 2000 
reflects the classification of the Debtors’ pre-petition 
debt as current. 


The Debtors have negotiated a debtor-in-possession 
revolving credit facility with Bank of America, N.A. 
(the “DIP facility”) in the aggregate amount of $250 
million. The DIP facility has a term of 2 years and bears 
interest at either Bank of America’s prime rate or a 
formula based on the LIBOR rate plus 2.00% to 2.25%. 
The Bankruptcy Court issued an interim approval of the 
DIP facility, which allows the Debtors to draw on the 
DIP facility for 15 days in an amount not to exceed $50 
million. 


The Debtors have received approval from the 
Bankruptcy Court to pay or otherwise honor certain of 
its pre-petition obligations, including claims of trade 
creditors to a specified amount and employee wages 
and benefits in the ordinary course of business. 


Accounting Impact — Beginning in the second quarter 
of 2001, Grace will be required to follow Statement of 
Position 90-7 (“SOP 90-7”), “Financial Reporting by 
Entities in Reorganization under the Bankruptcy 
Code.” Pursuant to SOP 90-7, Grace’s pre-petition 
liabilities that are subject to compromise will be 
reported separately on the balance sheet at an estimate 
of the amount that will ultimately be allowed by the 
Bankruptcy Court. Obligations of Grace subsidiaries 
not covered by the Filing will remain classified on the 
consolidated balance sheet based upon maturity dates 
or the expected dates of payment. SOP 90-7 also 
requires separate reporting of certain expenses, realized 
gains and losses, and provisions for losses related to 
the Filing as reorganization items. 


Pro-lorma Balance Sheet Information (Unaudited) - 
The condensed balance sheet of the Debtors as if the 
Debtors had filed petitions for reorganization under 
Chapter | 1 at December 31, 2000 is as follows: 
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Pro-forma Condensed Balance Sheet of Debtors 
(Unaudited) 
(Dollars in millions, 
Current Assets: 
Cash and cash equivalents 
Notes and accounts receivable. net 
Inventories 
Other current assets ... 

Total current assets .... 

Properties and equipment. net 
Asbestos-related insurance receivable 
Deferred income taxes . 
Loans to non-debtor entities 
Investment in non-debtor entities 
Other noncurrent assets. 

Total assets 

Liabilitics Subject to Compromise. 
Debtiscisssicsaratacs st 
Asbestos-related liability 
Other liabilities 
Total liabilities 
Equity ...... een af 
Total liabilities and cquit 


December 31, 
2000 


226.7 
410.0 
372.0 
482.6 
407.0) 
148.3 
414.3 
$2.460.9 


$ 409.1 
1,108.9 
955.4 
2470.4 
(9.5) 
$2.460.9 


Continuing Operations 


Set forth below is a chart that lists key operating statistics 
and percentage changes for the years ended December 31, 
2000, 1999 and 1998. Immediately following the chart is 
an overview of the matters affecting the comparison of 
2000 and 1999. Each of these items should be referenced 
when reading management’s discussion and analysis of 
the results of continuing operations. The chart below, as 
well as the financial information presented throughout this 
discussion, divides Grace’s financial results between “core 
operations” and “noncore activities.” Core operations 
comprise the financial results of Davison Chemicals, 
Performance Chemicals and the costs of corporate 
activities that directly or indirectly support business 
operations. In contrast, noncore activities comprise all 
other events and transactions that are not directly related to 
the generation of operating revenue or the support of core 
operations. Grace’s financial strategy is to maximize 
returns and cash flows from core operations to fund 
business growth and to provide resources to satisfy its 
obligations that remain from past businesses, products and 
events. 


% Change 
Fayv(Unfay) 


Analysis of Continuing Operations % Change 
(Dollars in millions) 2000 1999 (a) Fav(Unfav) 1998 (a) 


Net Sales: 


$ 783.9 $ 751.1 44% $ 761.4 (1.4%) 
813.5 799.8 1.7% 784.8 1.9% 


Total Grace sales - core operations. eo | $1,597.4 $1,550.9 3.0% $ 1,546.2 0.3% 


Pre-tax Operating Income: 
Davison Chemicals ae. i $ 124.3 5.9% 15.6% 
Performance Chemicals.. a x 105.8 (9.7%) 35.5% 
Corporate operating costs ... (52.0) 23.1% 

Pre-tax income from core operations f 178.1 5.0% 131.8 


Pre-tax (loss) income from noncore activities. F 37.2 NM (340.1) 
Interest expense (16.1) = (74.5%) (19.8) 


Interest income 5 42 131.0% 4.9 (14.3%) 


(Loss) income from continuing operations before 
income taxes... ioe rea ae : 203.4 NM (223.2) NM 
(Provision for) benefit from income taxes. H (73.2) NM 28.5 NM 


(Loss) income from continuing operation: $ (89.7 $ 130.2 NM 


Key Financial Measures: 
Pre-tax income from core operations as a 
percentage of sales... re 11.7% 11.5% 0.2pts 8.5% 3.0pts 
Pre-tax income from core operations before 
depreciation and amortization. $ 274.9 $ 267.3 2.8% $ 223.9 19.4% 
As a percentage of sales 17.2% 17.2% -- 14.5% 2.7 pts 
NM = Not meaningful a = Net sales amounts presented herein reflect a reclassification of freight costs and sales commissions 
(previously shown as a reduction of sales) 


Matters Affecting Comparison 


Several major factors affect the comparison of 
earnings from continuing operations between 2000 


Net Sales 


The following table identifies the year-over-year 
increase or decrease in sales attributable to changes in 


and 1999. The factors affecting core operations 
include sales generated from six acquisitions, 
continued contribution from Grace’s productivity 
initiatives, including Six Sigma, softening of the Net Sales 
construction market, continued strength of the U.S. Variance Analysis 
dollar, and increased energy costs, including natural 
gas and petroleum - based raw materials. 


product volumes, product prices and/or mix, and the 
impact of foreign currency translation. 


2000 as a Percentage 
Increase (Decrease) from 1999 


Volume Price/Mix Translation Total 


Davison Chemicals 5.2% 44% (5.2%) 44% 
‘ ” bist Performance 
The primary factor affecting noncore activities has Chemicals... 3.8% 0.4% (2.5%) 1% 
been the increasingly difficult asbestos litigation act al. A 5% 2308 S87) ee 
. . . . 'y Kegion: 
environment, which led to an adjustment in the fourth Roem 3.2% 22% if 5.4% 
quarter of 2000 of $208.0 million after insurance. In Europe..... ! 3.1% 2.7% (12.5%) (6.7%) 
2000, Grace experienced an 81% increase in the “othenty cate sae c ah gen 
. . Sia ui 3/0 0 2/0, d o 

number of claims filed compared with 1999 and 


higher settlement and litigation costs, 


1999 as a Percentage 
Increase Werrease) from 1998 


Davison Chemicals. 0.6% (0.7%) (1.3%) (14%) 
Performance 
Chemicals 1.8% 1.6% (1.5%) 1.9% 
Netisalesic. itis. 1.2% 0.5% (4%) 0.3% 
By Region: 
North America (2.6%) 11% 0.0% (1.5%) 
EWOpOs siipcns-e.czs 9.3% 0.5% (4.5%) 5.3% 
Latin America .... (3.8%) 79% (12.5%) (8.4%) 
Asia Pacific 13% (5.6%) 43% (0.0%) 


The effect of each of these factors will be quantified 
throughout management’s discussion and analysis. 


In both 2000 and 1999, volume and foreign currency 
translation were the primary factors affecting the change 
in net sales, as the impact of price changes and product 
mix was modest. In 2000, Latin America experienced 
the most significant volume increase, attributable to an 
acquisition in Chile and unusually unfavorable order 
patterns in 1999 The 2000 net sales reported for 
Grace’s international operations, particularly in Europe, 
were significantly impacted by the translation of 
weakened currencies in relation to the U. S. dollar. 


In 2000, each segment experienced volume growth, with 
the silica products and construction chemicals groups 
experiencing significant volume increases of 6.3% and 
6.2%, respectively, primarily —_ attributable —_to 
acquisitions Refining catalysts also experienced strong 
volume growth of 6 4% in 2000 


In 1999, all product groups, except for refining catalysts 
and container sealants, experienced volume growth. A 
downturn in demand for refining catalysts in North 
America and softness of the Latin American market for 
container sealants were the primary causes for declines. 
The most significant volume increases were experienced 
in silica products (5.3%) in all regions except North 
America, and in construction chemicals (6.5%) in all 
regions, with Asia Pacific experiencing the highest 
growth rate 


Pre-tax Income from Core Operations 


Pre-tax income from core operations was $187.1 
million for the year ended December 31, 2000, 
compared to $178.1 million for the year ended 
December 31, 1999, an increase of 5.0%. This 
increase was primarily attributable to a $12.0 million, 
or 23.1%, reduction in corporate operating costs as 
Grace realized savings resulting from the move of its 
corporate headquarters from Boca Raton, Florida to 
Columbia, Maryland 


Operating income of Davison Chemicals for 2000 was 
$131.6 million, up 5.9% versus 1999, as Six Sigma and 
other productivity initiatives offset rising natural gas 
prices. Davison’s operating margin of 16.8% was 
relatively flat compared to the prior year. Operating 
income of Performance Chemicals for 2000 was $95.5 
million, down 9.7% from 1999, with an operating 
margin of 12.2%, down 1.5 percentage points from 
1999 These unfavorable results were attributable to 
both decreased sales resulting from a softening of the 
worldwide construction market and increased raw 
material and transportation costs 


During 2000, Grace continued to focus on productivity 
improvement, which produced a 3.3% reduction in unit 
costs on a constant dollar basis. The following table 
provides the productivity index for each business 
segment and Grace’s core operations in total. The 
index is calculated using 1998 as the base year and 
carving out selling price changes. currency movement 
and cost inflation in every year since the base year. The 
resulting change in cost per dollar of sales is Grace’s 
productivity measure. Changes in product volume and 
mix remain in the productivity equation. 


Productivity Index 1999 


Cost per $ of sales ona 
constant $ basis with 
1998 as base year: 

Davison Chemicals 5 B28 41% 

Performance Chemicals 0.859 35% 

Corporate operating 
cost... ; 0,034 29.4% 


Total core operations i 5.877 3.3% 


Grace Is targeting pre-tax income from core operations 
in 2001 to improve by approximately 5% to 10% over 
2000. The Davison Chemicals business is expected to 
continue to be adversely affected by high natural gas 
and raw material costs and the Performance Chemicals 
business is likely to be affected by continued softness of 
construction activity and increasing petroleum-based 
costs. A large factor in profit improvement will be the 
continued success of Grace’s productivity initiatives, 
including Six Sigma projects. 


Pre-tax (Loss) Income from Noncore Activities 


The net loss from noncore activities totaled $188.4 
million for 2000 compared to net income from noncore 
activities of $37.2 million for 1999. The 2000 results 
included a net asbestos charge (after expected insurance 
recovery) of $208.0 million. This charge was necessary 
to account for adverse developments in the latter part of 
2000 (see “Subsequent Event - Voluntary Bankruptcy 
Filing” above). The 2000 net loss also includes $15.0 
million of accruals for legal and environmental matters 
related to the Company’s former operations in Libby, 
Montana and legal fees related to certain tax matters. 
Income in 1999 included an $18.5 million gain from the 
settlement of notes received as partial consideration 
when Grace sold its printing products business in 1994; 
a $4.8 million gain from sales of noncore real estate: 
and a $4.4 million gain from the sale of a corporate 
aircraft. The remainder of the year-over-year change 
after adjusting for these unusual items in 2000 and 
1999 consists of increased income generated on the 
Company’s pension assets ($24.3 million in 2000 
compared to $127 million in 1999) and increased 


revenue from sales of marketable securities ($19.0 
million in 2000 compared to $9.3 million in 1999). The 
net loss from noncore activities of $340.1 million in 
1998 was primarily due to an adjustment in the fourth 
quarter of $376.1 million (net of insurance recovery) for 
asbestos-related litigation offset by insurance recovery 
of $38.2 million related to environmental remediation 


Interest and Income Taxes 


Net interest expense for 2000 was $18.4 million, an 
increase of 54.6% from net interest expense of $11.9 
million in 1999, This increase was attributable to 
increased average borrowings under the Company's 
revolving credit facilities during 2000 to fund 
acquisitions, capital expenditures and noncore 
obligations. Net interest expense decreased 20.1% in 
1999 over 1998 net interest expense of $14.9 million 


The Company’s benefit from income taxes at the 
federal corporate rate of 35% was $6.9 million for the 
year ended December 31, 2000. However, the 
Company recorded an accrual of $75.0 million in the 
fourth quarter of 2000 to account for potential 
additional taxes and interest relating to the tax 
deductibility of interest on the COLI policy loans. This 
accrual resulted from the fact that subsequent to year- 
end. a U. S. District Court ruling denied interest 
deductions related to interest on COLI policy loans of a 
taxpayer in a similar situation as Grace. The 2001 
effective tax rate will also be significantly impacted by 
the interest relating to the tax deductibility of interest 
on the COLI policy loans as well as the non-deductible 
fees related to the Filing. 


In 2000, Grace paid $21.2 million of tax and interest 
related to deductions claimed in 1990 through 1992. 
Subsequent to 1992, Grace deducted approximately 
$163.2 million of interest attributable to COLI policy 
loans. Grace filed a claim for refund of the amount 
paid to date however, Grace could be required to make 
additional payments to the IRS, beginning in late 2002, 
while the issue is being contested. 


The Company’s provision for income taxes at the 
federal corporate rate was $71.2 million for the year 
ended December 31, 1999. The primary difference 
between this amount and the provision for income 
taxes at the effective rate of $73.2 million were state 
and local income taxes. 


Davison Chemicals 


% Change 
Net Sales Fav(Unfay) 


Refining catalysts 5 4.9% 
Chemical catalysts 3.3% 
Silica products = 3.9% 
Total Davison 
Chemicals 44% 
% Change 
Fav(Unfay) 


1999 1998 
"tees se ay 
Refining catalysts $ 424.9 $ 444.0 
Chemical catalysts ..... 113.3 106.3 
Silica products... 212.9 211 
Total Davison eal 
Chemicals Sav oul $ 761.4 


Recent Acquisitions 


On January 31, 2000 Grace acquired Crosfield Group’s 
hydroprocessing catalyst business from Imperial 
Chemical Industries PLC (“ICI”). This business had 
approximately $14 million of sales for 2000. In June 
2000, Grace acquired the Ludox colloidal silica 
business from the DuPont Company, sales from which 
accounted for approximately $13 million in silica 
products for the year 2000. These acquisitions have 
been accounted for as a purchase business combination, 
and accordingly, the results of operations of the 
acquired businesses have been included in the 
consolidated statement of operations from the date of 
their respective acquisitions. 


Sales 


Davison Chemicals is a leading global supplier of 
catalysts and silica products. Refining catalysts, which 
represented approximately 28% of 2000 and 1999 total 
Grace sales (29% - 1998), include fluid cracking 
catalysts (FCC) used by petroleum refiners to convert 
distilled crude oil into transportation fuels and other 
petroleum-based products, hydroprocessing catalysts 
which upgrade heavy oils and remove certain 
impurities, and chemical additives for treatment of 
feedstock impurities. Chemical catalysts, which 
represented 7% of 2000, 1999 and 1998 total Grace 
sales, include polyolefin catalysts, which are essential 
components in the manufacturing of polyethylene 
resins used in products such as plastic film, high- 
performance plastic pipe and plastic household 
containers. Silica products, which represented 14% of 
2000, 1999 and 1998 total Grace sales, are used in a 
wide variety of industrial and consumer applications 
such as coatings, food processing, plastics, adsorbents 
and personal care products. 


In 2000, refining catalyst sales were $445.7 million, an 
increase of 4.9% over 1999. Excluding the ICI 
acquisition discussed above, refining catalysts sales for 
the year 2000 were $431.7 million, or a 1.6% increase 
over 1999. This increase is a result of volume gains in 
Latin America, Asia Pacific and Europe partially offset 
by volume declines in North America. Excluding the 
negative impact of currency translation, 2000 sales 
were up 9.6% 


Chemical catalyst sales increased 3.3% to $117.0 
million in 2000, as growth in automotive washcoat 
materials was partially offset by softer demand for 
polyolefin catalysts, as producers reduced polymer 
inventory. Production rates were revised sharply 
downward in the fourth quarter of 2000 and are 
expected to rebound in the second half of 2001 


Silica products sales in 2000 were up 3.9% to $221.2 
million compared to 1999. Excluding the Ludox" 
acquisition discussed above, silica products sales 
declined 2.1% to $208.4 million, as volume gains in 
coatings and adsorbents were offset by negative 
currency translation. Excluding the negative impact of 
currency translation, 2000 sales were up 11.2%. This 
negative translation effect was primarily due to the fact 
that a significant portion (45.1% of sales) of this 
business is based in Europe, where currencies 
weakened in relation to the U. S. dollar during 2000. 


In 1999, refining catalyst sales decreased 4.3% 
compared to 1998, as an overall reduction in global 
demand resulted in volume declines in North America 
and Asia Pacific, which were only partially offset by 
volume gains in Europe. Chemical catalyst sales 
increased 6.6% largely due to volume growth in North 
America and Europe. Silica products sales were up 
0.8% in 1999 versus 1998, with all regions showing 
favorable volume comparisons, except for North 
America. The decline in North America was a result of 
competitive pressures in molecular sieve applications. 


Operating lkarnings 


Pre-tax operating income of $131.6 million produced a 
5.9% increase over 1999. The improvement in 
Operating income was primarily attributable to cost 
savings generated from Six Sigma (approximately $20 
million) which served to fully offset increased energy 
costs and the negative impact of foreign currency 
translation. Operating margins improved 0.3 
percentage points to 16.8% 


Pre-tax operating income of $124.3 million in 1999 
improved 15.6% over $107.5 million in 1998. Despite 
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lower sales, operating margins improved 2.4 
percentage points to 16.5%, due to manufacturing 
efficiencies derived from Grace’s productivity 
improvement program 


Performance Chemicals 


% Change 


2000 1999 Fav(Unfav) 


Net Sales 


Construction chemicals | $ 348.7 $ 3343 43% 
Building materials 228.0 224 3 16% 
Container products 236.8 241.2 (1.8%) 


Total Performance 
Chemicals 


$ 7998 


L7% 
% Change 
Fav(Unfav) 


1999 1998 


Construction chemicals | $ 334.3 $ 316.0 5.8% 
Building materials 2243 219.8 2.0% 
Container products 241.2 249.0) (3.1%) 
Total Performance 

Chemicals .......ssessseeee $ 799.8 $ 784.8 19% 


Recent Acquisitions 


In December 1999 Grace acquired Sociedad Petreos 
S.A.’s “Polchem” concrete admixture and construction 
chemicals business from Cemento Polpaico S.A. Chile, 
an affiliate of Holderbank of Switzerland. For 2000, 
this business had sales of approximately $6 million, In 
March 2000, Grace acquired International Protective 
Coatings Corp. (IPC) which contributed sales of 
approximately $5 million for the year 2000. In July 
2000, Grace acquired the Hampshire Polymers business 
from the Dow Chemical Company. This business had 
sales of approximately $12 million for 2000. These 
acquisitions have been accounted for as a purchase 
business combination, and accordingly, the results of 
Operations of the acquired businesses have been 
included in the consolidated statement of operations 
from the date of their respective acquisitions. 


Sales 


Performance Chemicals was formed in 1999 by 
combining the previously separate business segments 
of Grace Construction Products and Darex Container 
Products. These businesses were consolidated under 
one management team to capitalize on infrastructure 
synergies from co-location of headquarters and 
production facilities around the world. The major 
product groups of this business segment include 
specialty construction chemicals and specialty building 
materials used primarily by the nonresidential 
construction industry; and container sealants and 
coatings for food and beverage packaging, and other 
related products. Construction chemicals, which 


represented 22% of 2000 and 1999 total Grace sales 
(20% in 1998) add strength, control corrosion, and 
enhance the handling and application of concrete. 
Building materials, which represented 14% of 2000, 
1999 and 1998 total Grace sales, prevent water damage 
to structures and protect structural steel against 
collapse due to fire. Container products, which 
represented 15% of 2000 total Grace sales (16% in 
1999 and 1998), seal beverage and food cans, and glass 
and plastic bottles, and protect metal packaging from 
corrosion and the contents from the influences of 
metal. 


Net sales of Performance Chemicals products increased 
1.7% in 2000 compared to 1999 despite the effect of 
currency weakness in Europe and Latin America 
compared to the U.S. dollar, which adversely impacted 
sales by $18.9 million for 2000. Excluding the impact 
of this currency translation, sales increased 4.2%. 


In 2000, sales of construction chemicals were $348.7 
million, an increase of 4.3% over 1999. Excluding the 
“Polchem” acquisition discussed above, 2000 sales for 
construction chemicals were approximately $343 
million. The increase was driven by penetration of 
high-performance products in all three product areas, 
especially durable concrete and value added water 
reducers programs. However, the softening 
construction market served to partially offset gains 
contributed by these products. The construction market 
is not expected to gain strength during 2001; therefore, 
minimal sales growth is expected in this product line. 


Sales of building materials increased 1.6% to $228.0 
million in 2000 compared to 1999. This growth was 
attributable to new product sales in fire protection and 
volume gains in roofing underlayments. Currency 
translation in Europe and weak construction activity in 
the United Kingdom partially offset these gains. 


Sales of container products declined 1.8% in 2000. 
The acquisition of Hampshire Polymers drove increases 
in the second half of the year of $12.0 million, or 5.0% 
over 1999, while volume gains in can sealing and 
coatings were more than offset by unfavorable foreign 
exchange in 2000 


In 1999, Performance Chemicals sales increased 1.9% 
compared to 1998, as sales increases in construction 
chemicals and building materials were partially offset 
by a sales decrease in container products. Sales of 
construction chemicals were up 5.8% in 1999, driven 
by volume growth worldwide and favorable price/mix 
in all regions except Asia Pacific. Sales of building 
materials were up 2.0% in 1999, reflecting increases in 


North American volumes and price/mix. Container 
products sales decreased 3.1% in 1999 versus 1998. 
Unfavorable economic conditions in Latin America and 
worldwide customer consolidations in can sealants, 
offset by favorable price/mix in Europe and Latin 
America, all contributed to the sales decline. Currency 
translation had a 4.0% negative impact on results year- 
over-year. 


Operating Earnings 


Pre-tax operating income decreased 9.7%, from $105.8 
million in 1999 to $95.5 million in 2000. This 
decrease in pre-tax operating income was caused by 
increased transportation costs in construction 
chemicals and higher petroleum-based raw materials 
costs in both building materials and container products, 
offset by productivity efficiencies realized through Six 
Sigma initiatives. 


Pre-tax operating income of $105.8 million in 1999 was 
up 35.5% compared to pre-tax operating income of 
$78.1 million in 1998 (which included a $10.3 million 
restructuring charge taken to cover headcount reduction 
and a worldwide site rationalization). Excluding the 
restructuring charge, the increase was 19.7%. This 
increase was driven by a $20.0 million improvement in 
margin, reflecting sales increases, value-added product 
penetration and substitution and manufacturing cost 
reductions. An increase in operating expenses due to 
the consolidation of a Japanese joint venture was offset 
by continued productivity initiatives, principally 
restructuring and consolidation of infrastructure, 
resulting in reduced operating, selling and research and 
development expenses 


Discontinued Operations 


Se 
Packaging Business 


As discussed in Notes | and 4 to the Consolidated 
Financial Statements, the Spin-off and Merger were 
completed on March 31, 1998. The 1998 loss from 
discontinued operations includes $32.6 million ($28.3 
million after tax) of costs related to the Packaging 
Business transaction and $8.4 million ($5.5 million 
after-tax) for a related pension plan curtailment loss. 


Cross Country Staffing 


In July 1999, the Company completed the sale of 


substantially all of its interest in Cross Country Staffing 
(CCS), a provider of temporary nursing and other 
healthcare services, for total cash proceeds of $184.6 
million. The Company’s investment in CCS had been 
accounted for under the equity method. The sale 
resulted in a net pre-tax gain of $76.3 million ($32.1 
million after tax), including the cost of the Company’s 
purchase of interests held by third parties in CCS and 
the amount payable under CCS’s phantom equity plan. 
Certain contingent liabilities, primarily related to tax 
matters of CCS, have been retained by the Company 


Retained Obligations 


Under certain divestiture agreements, the Company has 
retained contingent obligations that could develop into 
situations where accruals for estimated costs of defense 
or loss would be recorded in a period subsequent to 
divestiture under generally accepted accounting 
principles. The Company assesses its retained risks 
quarterly and accrues amounts to be payable related to 
these obligations when probable and estimable. 


In 2000, Grace recorded net charges of $6.2 million 
($4.1 million after tax) relating to such obligations: a 
similar charge of $25.7 million ($16.7 million after tax) 
was recorded in 1999. Grace is unable to predict 
whether or to what extent similar charges will have to 
be recorded in 2001 


Financial Condition 


The charts below are intended to enhance the readers’ 
understanding of Grace’s overall financial position by 
separately showing assets, liabilities and cash flows 
related to core operations from those related to noncore 
activities. The Company’s financial strategy is to 
maximize returns and cash flows from core operations 
to fund business growth and to provide resources to 
satisfy noncore obligations. The Company’s 
management structure and activities are tailored to the 
separate focus and accountability of core operations 
and noncore activities 
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Core Operations 
(Dollars in millions) 


1999 


Book value of invested capital 
Receivables 

Inventory 

Properties and equipment. net 
Intangible assets and other 


$ 1819 
128.2 
611.2 
345.9 


1.267.2 


$187.4 


Assets supporting core operations..... 1,365.6 


Accounts payable and accruals. (329.9) (358.1) 
Capital invested in core operations ... | $1,035.7 $909.1 
Afier-tax return on avg invested capital 12.0% 12.5% 
Cash flows: 

Pre-tax operating income $178.1 
Depreciation and amortization 89.2 


Pre-tax earnings before 
eprec./AMOPt. sesssssscscessseserscaseseeeseese 

Capital expenditures 

Businesses acquired 

Other changes 

Net cash flow from core operations... 


123.6 (20,6) 


The Company has a net asset position supporting its 
core operations of $1,035.7 million at December 31, 
2000 compared to $909.1 million at December 31, 
1999 (including the cumulative translation account 
reflected in Shareholders’ Equity of $140.2 million for 
2000 and $106.1 million for 1999). The change in the 
net asset position is primarily due to investments in 
acquired businesses and pension credits relating to a 
strong return on pension assets in 1999. After-tax 
return on capital invested in core operations decreased 
by 0.5 percentage points in 2000, reflecting the 5% 
increase in core operating earnings year-over-year 
coupled with higher overall invested capital. Cash 
flows from core operations decreased primarily due to 
new businesses acquired. 


(Restated) 
1999 


Noncore Activities 
(Dollars in millions) 


Book value of assets available to fund 
noncore obligations: 

Cash and other financial assets 

Properties and investments 

Asbestos-related insurance receivable 

Tax assets. net 


Assets available to fund noncore 
POTD SAUDIS: snes en sadesaecseSisusccoeorestenpeentooue® 
Noncore liabilities 
Asbestos-related liabilities (1,105.9) 
Environmental remediation (174.9) 


(1.084.0) 
(215.5) 


Postretirement benefits (189.1) (201.4) 
Retained obligations and other te (99.1) 


Total noncore liabilities 
Net noncore liabilit 
Cash flows: 
Pre-tax (loss) income from noncore 
activities $ (188.4) 
Provision [or asbestos-related litigation 
net of insurance recovery 208.0 
Proceeds from noncore asset sales 9.6 
Other changes (8.7) 
Cash spending for 
Asbestos-related litigation. net of 
insurance recovery (196.2) 
Environmental remediation (47.2) 


Postretirement benefits. (23.0) (19.6) 
Retained obligations and other (17.3) (71.7) 


Net cash flow from noncore activities . | $ (263.2) 


The Company has a number of financial exposures 
originating from past businesses, products and events, 
the largest of which is asbestos-related liabilities 
(discussed below and in detail in Notes | and 3 to the 
Consolidated Financial Statements). These 
obligations arose from transactions and/or business 
practices that date back to when Grace was a much 
larger company, when it produced products or 
operated businesses that are no longer part of its 
revenue base, and when government regulations and 
scientific knowledge were much less advanced than 
today. Grace’s current core operations, together with 
other available assets, are being managed to generate 
sufficient cash flow to fund these obligations over 
time 


1,548.0 (1.600.0) 


$ 37,2 


171.1 
15.0 


(42.8) 
(25.0) 


The table above displays the 2000 and 1999 book 
value of Grace’s noncore liabilities and the assets 
available to fund such liabilities. The Filing could 
materially change the amounts reported in the table 
above, which does not give any adjustments to the 
carrying value of assets or liabilities that might be 
necessary as a consequence of a plan of 
Teorganization. Each noncore liability has different 
characteristics, risks and expected liquidation profile. 
Taken together, these liabilities represent $1,548.0 


million of Grace’s total liabilities as reflected on its 
balance sheet at December 31, 2000. Assets available 
to fund noncore liabilities consist of cash and cash 
equivalents, net cash value of life insurance where 
Grace is the beneficiary, property and investments not 
used in core operations, insurance coverage for 
asbestos-related litigation and net tax assets related to 
noncore liabilities. These assets, in the aggregate, 
totaled $1,003.1 million at December 31, 2000 


Asbestos-Related Matters 


Grace is a defendant in lawsuits relating to previously 
sold asbestos-containing products. In 2000, Grace paid 
$196.2 million for the defense and disposition of 
asbestos-related property damage and bodily injury 
litigation, net of amounts received under settlements 
with insurance carriers, compared to net expenditures 
in 1999 of $42.8 million. At December 31, 2000, 
Grace’s balance sheet reflects a gross liability of 
$1,105.9 million and a liability net of insurance 
recovery of $733.9 million, which represents 
management's estimate as of the balance sheet date (in 
conformity with generally accepted accounting 
principles) of the undiscounted net cash outflows in 
satisfaction of Grace’s current and expected asbestos- 
related claims 


The Consolidated Balance Sheet at December 31, 2000 
includes total amounts due from insurance carriers of 
$372.0 million pursuant to settlement agreements with 
insurance carriers and net deferred tax assets of $264.0 
million related to future net tax deductions for 
asbestos-related matters. The recovery of amounts due 
from insurance carriers is consistent with the timing of 
payment of an asbestos claim. Recovery of the tax 
benefits, however, is dependent on other factors such 
as profitability of the Company’s U. S. subsidiaries 
and, given the Company’s current net operating loss 
carryforward position, such benefits are unlikely to be 
utilized for the foreseeable future. 


In the fourth quarter of 2000, Grace recorded a charge 
of $208.0 million (net of expected insurance recovery) 
to account for several adverse developments in its 
asbestos-related litigation, including: a significant 
increase in bodily injury claims; higher than expected 
costs to resolve certain property damage and bodily 
injury claims; and defense costs related to new class- 
action lawsuits alleging damages from a former attic 
insulation product not previously subject to property 
damage litigation. In addition, over the past year, five 
codefendant companies in asbestos bodily injury 
litigation have petitioned for bankruptcy court 
protection, contributing to the risk that Grace will be 


subject to more claims than previously projected, with 
higher settlement demands. 


See Notes | and 3 to the Consolidated Financial 
Statements for further information concerning 
asbestos-related lawsuits and claims. 


Environmental Matters 


Grace is subject to loss contingencies resulting from 
extensive and evolving federal, state, local and foreign 
environmental laws and regulations relating to the 
generation, storage, handling, discharge and 
disposition of hazardous wastes and other materials. 
Expenses of continuing operations related to the 
Operation and maintenance of environmental facilities 
and the disposal of hazardous and nonhazardous 
wastes totaled $26 4 million in 2000, $31.1 million in 
1999 and $38.2 million in 1998. Such costs are 
estimated to be between $25 and $30 million in each 
of 2001 and 2002. In addition, capital expenditures for 
continuing operations relating to environmental 
protection totaled $4.0 million in 2000, $5.7 million in 
1999 and $6.3 million in 1998. Capital expenditures to 
comply with environmental initiatives in future years 
are estimated to be between $5 million and $7 million 
in each of 2001 and 2002. Grace also has incurred 
costs to remediate environmentally impaired _ sites. 
These costs were $47.2 million in 2000, $25.0 million 
in 1999 and $36.9 million in 1998. These amounts 
have been charged against previously established 
reserves. At December 31, 2000, Grace’s liability for 
environmental investigatory and remediation costs 
related to continuing and discontinued operations 
totaled $174.9 million, as compared to $215.5 million 
at December 31, 1999. Future pre-tax cash outlays for 
remediation costs are expected to average between $25 
and $40 million over the next few years. 


Postretirement Benefits 


Grace provides certain postretirement health care and 
life insurance benefits for retired employees, a large 
majority of which pertain to retirees of previously 
divested businesses. These plans are unfunded, and 
Grace pays the costs of benefits under these plans as 
they are incurred 


An amendment, effective January |, 2001, to the 
structure of the  retiree-paid premiums for 
postretirement medical benefits requires all retirees 
and beneficiaries covered by the postretirement 
medical plan to contribute a minimum of 20% of the 
calculated premium for that coverage. 


Retained Obligations of Divested Businesses 


The principal retained obligations of divested 
businesses relate to contractual indemnification and to 
contingent liabilities not passed on to the new owner 
At December 31, 2000, Grace had recorded $78.1 
million to satisfy such obligations. Of this total, $10.9 
million is expected to be paid over periods ranging 
from 2 to 10 years. The remainder represents estimates 
of probable cost to satisfy specific contingencies 
expected to be resolved over the next few years. 


Liquidity and Capital Resources 


Liquidity Position 


Borrowing capacity, which existed at December 31, 
2000, is no longer available and the outstanding 
balance on the bank borrowings as of December 31, 
2000 of $400.0 million is callable, however it has been 
stayed as a result of the Filing. Similarly, the accounts 
receivable securitization program has been terminated 
subsequent to December 31, 2000. However, Grace 
does have access to a DIP facility with Bank of 
America, N.A. in the aggregate amount of $250 
million. In addition, Grace has cash and cash 
equivalents of $191.9 million and cash value of life 
insurance (net) of $104.3 million as of December 31, 
2000 (cash and cash equivalents of $123.3 million and 
cash value of life insurance (net) of $64.1 million at 
March 31, 2001). Management believes that the DIP 
facility and the existing liquid assets will be sufficient 
to meet the operating needs of Grace over the next 
year 


Cash Flow 


Grace's net cash flow from core operations was $36.6 
million in 2000 compared to $154.8 million in 1999 
The decrease of $118.2 million during 2000 was 
principally the result of cash paid for businesses 
acquired and unfavorable working capital movements. 

The pre-tax cash outflow of noncore activities was 
$263.2 million in 2000 compared to an inflow of $64.2 
million in 1999. The large variance between years was 
caused by several items. In 1999, Grace realized 
$225.2 million in proceeds from sales of noncore 
assets, principally the divestment of Cross Country 
Staffing. Also, in 2000, asbestos related spending was 
unfavorable by $153.5 million due to higher settlement 
costs for both property damage and bodily injury 
claims. The timing of these expenditures is impacted 
in part by the Company’s legal and cash management 


strategies. Postretirement benefit payments were 
consistent with the prior year as these payments are 
based on comparable year-over-year benefit programs. 
The payments for retained obligations of divested 
businesses and other were lower in 2000 and Grace 
anticipates that this element of noncore activities will 
continue to decrease, as open issues related to these 
divested businesses are resolved. 


Cash flows used for investing activities in 2000 were 
$121.8 million, compared to cash provided of $76.7 
million in 1999, and cash used of $108.2 million in 
1998. Net cash outflows were impacted by businesses 
acquired in 2000 of $49.0 million and net investment 
in life insurance policies of $16.3 million, which is 
detailed below. In 1999, the sale of Cross Country 
Staffing generated cash of $184.6 million. Proceeds 
from disposals of assets in 2000 were also lower than 
1999, with $11 9 million in 2000 and $40.6 million in 
1999. Included in the 1999 amount was the sale of the 
corporate aircraft for $20.4 million and the sale of 
certain real properties for a total of $17.1 million. 


Total Grace capital expenditures for 2000 and 1999 
were $64.8 million and $82.5 million, respectively, 
substantially all of which was directed toward its 
business segments. In 1998, Grace made capital 
expenditures of $100.9 million 


Net cash provided by financing activities in 2000 was 
$245.1 million as compared to $77.5 million being 
used in 1999. This principally represents borrowings 
under credit facilities of $286.6 million, net of 
repayments, to fund investments in acquired 
businesses, capital expenditures and noncore 
obligations. In 1999, $95.3 million used to purchase 
approximately 7 million of the Company's shares as 
part of the 1998 share repurchase program, was 
partially offset by proceeds from the exercise of stock 
options of $26.6 million. Net cash provided by 
financing activities of $196.6 million in 1998 primarily 
related to the Packaging Spin-off and Merger 
described in Notes | and 4. In connection with the 
Packaging Business transaction, Grace received 
$1,256.6 million in cash, which was used to repay 
substantially all of its debt. On March 31, 1998, Grace 
used $600.0 million of the cash transfer to repay bank 
borrowings. On April 1, 1998, Grace repaid $611.3 
million principal amount of Notes pursuant to a tender 
offer, $3.5 million principal amount of MTNs and $6.0 
million of sundry indebtedness. As a result of this 
early extinguishment of debt, Grace incurred an after- 
tax charge of $35.3 million for premiums paid in 
excess of the Notes’ principal amounts and other costs 
related to the purchase of the Notes and MTNs 


(including the costs of settling related interest rate 
swap agreements). These costs are presented as an 
extraordinary item in the Consolidated Statement of 
Operations 


Life Insurance 


Grace is the beneficiary of life insurance policies on 
certain current and former employees with benefits in 
force of approximately $2,286 million and a net cash 
surrender value of $104.3 million at December 31, 
2000, comprised of $452.4 million in policy gross cash 
value offset by $348.1 million of policy loans. The 
policies were acquired to fund various employee 
benefit programs and other long-term liabilities and are 
structured to provide cash flows (primarily tax-free) 
over the next 40-plus years 


The Company intends to utilize policy cash flows, 
which are actuarially projected to range from $15 
million to $45 million annually over the policy terms, to 
fund (partially or fully) noncore liabilities and to 
earmark gross policy cash value as a source of funding 
for noncore obligations. The Company also intends to 
explore structuring options for the policies and policy 
loans to enhance returns on assets, to reduce policy 
expenses and to better match policy cash flows with 
payments of noncore liabilities 


Share Activity 


Grace employees currently receive salaries, incentive 
bonuses, other benefits, and stock options. Each stock 
option granted under the Company’s stock incentive 
plan has an exercise price equal to the fair market value 
of the Company’s common stock on the date of grant. 
In 2000, the Company granted a total of 2,555,000 
options with an average exercise price of $13.32. 


Poor stock price performance or other factors have 
diminished the value of the option program to current 
and prospective employees, which caused the Company 
to change its long-term incentive compensation 
program into more of a cash-based program and provide 
cash incentives to the broad employee base through 
special bonuses and added company contribution to the 
savings and investment plan 


In May 2000, the Company’s Board of Directors 
approved a program to repurchase up to 12,000,000 of 
the Company’s outstanding shares in the open market. 
Through December 31, 2000, the Company had 
acquired 1,753,600 shares of common stock for $12.2 
million under this program (an average price per share 
of $6.98) 


Inflation 


The financial statements are presented on a historical 
cost basis and do not fully reflect the impact of prior 
years’ inflation. While the US inflation rate has been 
modest for several years, the Company operates in 
international areas with both inflation and currency 
issues. The ability to pass on inflation costs is an 
uncertainty due to general economic conditions and 
competitive situations. It is estimated that the cost of 
replacing Grace’s property and equipment today is 
greater than its historical cost. Accordingly, 
depreciation expense would be greater if the expense 
were stated on a current cost basis. 


The Euro 


Effective January |, 1999, eleven of the fifteen member 
countries of the European Union adopted one common 
currency known as the euro. Grace has operations in 9 
of the 11 countries which have adopted the euro and is 
well positioned to comply with the legislation 
applicable to its introduction. Grace anticipates that 
the euro conversion will not have a material adverse 
impact on its financial condition or results of 
operations. 


Accounting Pronouncements 


In March 2000, the Financial Accounting Standards 
Board (“FASB”) issued FASB Interpretation No. 44, 
“Accounting for Certain Transactions Involving Stock 
Compensation — an Interpretation of APB Opinion No. 
25” (“FIN 44”). FIN 44 clarifies the application of 
APB Opinion No. 25 and among other issues clarifies 
the following: the definition of an employee for 
purposes of applying APB Opinion No. 25; the criteria 
for determining whether a plan qualifies as a 
noncompensatory plan; the accounting consequences 
of various modifications to the terms of previously 
fixed stock options or awards; the accounting 
consequences of various modifications to the terms of 
previously fixed stock options or awards; and the 
accounting for an exchange of stock compensation 
awards in a business combination. FIN 44 was 
effective July 1, 2000, but certain conclusions in FIN 
44 cover specific events that occurred after either 
December 15, 1998 or January 12, 2000. Grace 
adopted FIN 44 in the third quarter of 2000 and there 
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was no material impact on Grace’s results or financial 
position 


In 2000, the FASB issued Statement of Financial 
Accounting Standards (“SFAS”) No 140, 
“Accounting for Transfers and Servicing of Financial 
Assets and Extinguishments of Liabilities.” This 
statement replaces SFAS No. 125 (of the same name). 
SFAS No. 140 carries over the main provisions of 
SFAS No. 125 and also covers issues not addressed in 
SFAS No. 125 concerning transfers and servicing of 
financial assets. The adoption of SFAS No. 140 did 
not have a material impact on Grace’s financial 
statements. 


In December 1999, the Securities and Exchange 
Commission (“SEC”) issued Staff Accounting 
Bulletin (“SAB”) No. 101, “Revenue Recognition in 
Financial Statements,” subsequently updated by SAB 
101A and SAB 101B (“SAB 101”). SAB 101 
summarizes certain of the SEC’s views in applying 
generally accepted accounting principles to revenue 
recognition in financial statements. Grace adopted 
SAB 101 in the fourth quarter of 2000 and there was 
no material impact on Grace’s results of operations or 
financial position. 


On June 15, 1998, the FASB issued SFAS No. 133, 
“Accounting for Derivative Instruments and Hedging 
Activities.” SFAS No. 133 requires, among other 
things, that all derivative instruments be recognized at 
fair value as assets or liabilities in the consolidated 
balance sheet with changes in fair value recognized 
currently in earnings unless specific hedge accounting 
criteria are met. At December 31, 2000, the Company 
did not hold or issue any derivative financial 
instruments; therefore, the adoption of SFAS No. 133, 
as amended, on January 1, 2001 did not have a 
material impact on Grace’s financial statements 


Forward-Looking Statements 


The forward-looking statements contained in this 
document are based on current expectations regarding 
important risk factors. Actual results may differ 
materially from those expressed. In addition to the 
uncertainties referred to in Management’s Discussion 
and Analysis of Results of Operations and Financial 
Condition, other uncertainties include the impact of 
worldwide economic conditions; pricing of both the 
Company's products and raw materials: customer 
outages and customer demand: factors resulting from 
fluctuations in interest rates and foreign currencies; 
the impact of competitive products and pricing; 
success of Grace’s process improvement initiatives; 
the impact of tax and legislation and other regulations 
in the jurisdictions in which the Company operates; 
and development in and the outcome of the Chapter 
ll proceedings discussed above. Also, see 
“Introduction and Overview ~ Projections and Other 
Forward-Looking Information” in Item | of Grace’s 
current Annual Report on Form 10-K 
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